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COMMUNITY FACILITIES AND MORTGAGE CREDIT 


TUESDAY, OCTOBER 8, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
ComMITT£e oN BANKING AND CURRENCY, 
Municipal Auditorium, Miami, Fila. 

The subcommittee met at 9:45 a. m., Hon. Albert Rains (chairman 
of the subcommittee) presiding. 

Present: Representatives Rains, Addonizio, Barrett, Sullivan, 
Widnall, Betts, and McDonough. 

Mr. Rarns. The committee will please be in order. 

This is the Housing Subcommittee of the Banking and Currency 
Committee of the House of Representatives. We were created by 
House Resolution 86 of the Congress, and our purpose here, as 
elsewhere in the cities of the Nation, has been to gather at the grass- 
roots information concerning the myriad housing problems of the 
people of the Nation. 

We came to Miami because Miami is one of the most important sec- 
tions of the Nation, and I would say can exhibit for us—and we hope 
you can give us the information for the answers—some of the toughest 
problems that confront us in writing the housing legislation. 

Next year many of the housing acts expire. 

This committee will carry back to the House of Representatives 
its recommendations based on the hearings which we hold through- 
out the country, the type of housing legislation that we think ought 
to be written for 1958. 

Actually what we are is a study group. So often, as congressional 
committees go across the country, people get the idea that all of them 
are, Shall we say, exposure groups. 

We actually are not that. We try to be a serious group in the 
hope that we can elicit from the people at the grassroots information 
to help us do a good job for them. 

The subjects that we have set to discuss with you here in Miami 
fall into two broad, general areas. I should like to say that in other 
cities we have studied slum clearance; we have studied public housing; 
we have studied all facets of housing. But here in Miami—because 
we think this is a particularly good place to find information on these 
problems—we want to take up first the problem facing municipalities 
and builders in supplying adequate community facilities such as sewer 
and water facilities. 

Second, on tomorrow we expect to engage with you in a study of 
mortgage credit, with special emphasis on second-mortgage problems. 
We also want to find out, if we can from witnesses, how the mortgage 
credit provisions of the Housing Act of 1957 are working. 
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I now want to introduce the members of the committee so that you 
may know them. On my right is Congressman Addonizio, Democrat, 
of New Jersey. And on his right is Congressman William Barrett, 
Democrat, of Pennsylvania, and on his right is the lovely Congress- 
woman from the State of Missouri, Mrs. Leonor Sullivan. 

On my left is Congressman William Widnall, Republican, of New 
Jersey, and on his left is Congressman Jackson Betts, Republican, of 
Ohio. 

Later on in the day we will have Mr. McDonough, Republican Con- 

essman from California. He drove in about 3: 30 last night, driving 

own from Washington. He called me and said he would have to be 
a little bit late getting here this morning, but he will be here for the 
rest of the hearing. 

These other gentlemen who are up here are the staff members of 
the Subcommittee on Housing. 

We are highly honored to have as the first witness before the 
committee this morning, to discuss community facilities, Gen. E. A. 
Evans, city manager of the city of Miami. 

Come around, General Evans. 


STATEMENT OF GEN. E. A. EVANS, CITY MANAGER OF THE CITY 
OF MIAMI 


General Evans. Thank you very much, Mr. Chairman. 

Mr. Ratns. Have a seat, General. Do you have a written state- 
ment ? 

General Evans. No, sir; I do not have a written statement. It has 
been suggested that I might discuss with you our new metropolitan 
government—the form that is taking—because it is of considerable 
interest not only to us here, but is creating a great deal of interest 
throughout the United States. Also, I have another small problem 
which I will discuss with you following that first presentation. 

The problem of metropolitan government in the United States and 
elsewhere, as a matter of fact, throughout the world in many spots, 
is becoming a very acute problem. Those of us who have been in the 
business of management in connection with cities have realized for 
some time that something was necessary—— 

Mr. Rats. I am sorry to have to tell you—and I have announced 
before, if you will forgive me, the Rules of the House of Representa- 
tives will not permit any television or any moving-picture reels being 
made while the committee is in session. You can make all of the still 
pictures you prefer, and you can make the movies and television pic- 
tures before we go into session and immediately afterward. We want 
to cooperate with you thoroughly, but we cannot violate the Rules of 
the House of Representatives, which are different than the Rules of the 
United States Senate. 

We are under strict instructions from the Speaker—Hon. Sam Ray- 
burn, of Texas—not to allow that to be done, because it is in violation 
oftherules. I know you will cooperate with us. 

If you want a picture of General Evans testifying, after we get 
through, we will be glad for him to do that. We want to cooperate in 
every way possible, but we have to abide by those rules. 

You may proceed. 
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General Evans. Allright, Mr. Chairman. 

Briefly, the problems confronting municipalities have come about 
rather strangely, because of the automobile. People originally lived 
close to their business in a central core city, but as easy transporta- 
tion became available over a number of decades, they have gradually 
moved out and we find 1 of 2 things happening: Either they are mov- 
ing into small cities that surround municipalities, or moving into the 
unincorporated areas. 

Just as soon as that took place, immediately problems confronted 
the metropolitan area, as distinctive of the core city, perhaps. It did 
1 of 2 things: It either threw on the core city an abnormal problem of 
taking care of overall problems that affected the entire area, and 
having the taxpayers of that core city stand that burden, or they would 
attempt to solve those problems in a cooperative effort, having the 
various cities get together and try to talk it out—neither one of which 
was satisfactory. 

So that many of the cities throughout the country, in attempting to 
solve this problem, tried to do so by what has become known as con- 
solidation—and consolidation is nothing more, of course, than the 
elimination of the small cities, and all the cities in an area creating 
one governing body for the metropolitan area. 

In some instances the attempt was made to combine the county gov- 
ernment with the metropolitan government, thereby going further on 
consolidation and having really the maximum of consolidation. 

In other instances the county was left to itself, and the metropolitan 
area consolidated. Neither one of these solutions has proven too satis- 
factory. 

In the first instance, the minute you take government away from 
people, the further you take it away from people, not only does gov- 
ernment cost more, but it becomes unsatisfactory to people. 

We have a typical example here in the Miami area—and all areas 
have the same type where a group of people want to live in a particular 
kind of an area. <A small city, for instance, that is made up entirely 
of homes. They don’t like bars. They don’t like nightclubs, and 
their zoning requirements are very, very high. Coral Gables is typi- 
cal in the Miami area of that type of government. 

Those people want to retain their rights to live in that kind of an 
area and consequently they feel that they want to have the right to 
control it. 

They feel that if they get into a consolidation—one large govern- 
ment—that they will not be able to control it in the manner that they 
would like to do so. 

The first attempt to do something other than consolidation was 
probably tried in Toronto several years ago. They had a similar 
problem to that which faces Miami. They had a number of small 
cities around the outskirts of Toronto and they were having problems 
in water, sewage and mass transportation, arterial highways, and 
things of that sort, which they could not solve because they could not 
get all of the cities thinking alike and working together on the thing. 

The Government of Canada set up a board to study this problem, 
and they spent almost 2 years doing so and finally came up with a 
solution something like this: That they would allow all of the cities 
to retain certain of their self-governing rights, but out of the cities 
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with their governing bodies, they would take a certain number of 
ople and “they would create an overall government which would 
andle those problems which were common to all—those things which 
cross boundaries. 

I understand that it is working quite satisfactorily in solving a 
number of their problems. It, however, was an experiment and we 
have yet to see whether that is going to be the final answer. 

In Florida, the State legisl: ature did something that is somewhat 
unusual. They passed an amendment to the State constitution giving 
home rule to the county of Dade, this county in which we are located. 
That was put before the people of Florida, and they voted it in. 

Counties, as you all know, have been creatures of the State. That is 
pretty general throughout the entire United States. Here was a 
change in principle w here they said to the people of Dade: “You will 
govern yourselves. You have home rule. You have the right to 
create a charter and you can operate under that charter. That char- 
ter, of course, must be voted on by the people.” 

A charter board therefore was create -d, and they worked on a charter 
which was later submitted to the people and the people voted it in. 

I think probably the best way to describe to you what that charter 
says is just give you some rather simple illustrations. So if you will 
bear with me, it will look something like this: 

Here we have the county of Dade, which will have this metropolitan 
government which will cover the entire area. They have the right 
of passing ordinances, making laws. They have full and complete 
rights which were given to them by the State to do anything and 
everything necessary to implement that charter. 

For example, let’s just talk about water. Water is a very necessary 
thing for everyone. It is part of life. They must have water and 
they must have adequate water and they must have good water. It 
would be the duty of the county to see that all people do get water 
in adequate quantities. 

That does not necessarily mean that they would come into the 
city of Miami and take away from the city of Miami its water de- 

artment. We have the only large water department in the area. 
We furnish water to the city of Miami. We also wholesale certain 
waters to cities that do not have a water company of their own, or 
facilities for getting water. 

We not only wholesale water, but in some instances retail, where it 
is necessary for surroundi ing areas to have water. 

To have a county come in and buy out a very expensive installa- 
tion, grown up over the years, would probably be poor business, but 
that is not necessarily a need for the county to do that as long as 
that water company is furnishing adequate water for the area for 
which it was intended so to do, for then they have accomplished a 
part of their job to see that that is carried on. 

It is true they might set certain standards which we might have 
to live up to as to the quality and quantity of water to be furnished. 

The same thing might apply to sewage disposal. The city of Miami 
has a very large, a very expensive, a very fine sewage-disposal system 
costing some $27 million. 

However, it would be a rather foolish thing for Miami to be the 
only one that would have a sewage-disposal system. Raw sewage 
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previously had been dumped into the bay, into the rivers, and into 
the canals by the city of Miami. It was the only way of getting 
rid of it. 

But now we have a sewage-disposal system that is fine as far as it 
goes, but we have no control over the cities to the south, nor to the 
west of us. And they continue to dump raw sewage into the rivers, 
the bay, and the canals. 

So there is a need for the metropolitan government to step into 
the picture and do something about the thing for the whole area. 

Mass transportation is anot ther thing. It is all very lovely to have 
the city of Miami have a franchise for bus transportation, but when 
that only ends at the boundaries of the city of Miami, and doesn’t 
help the people living on the outside, then something is wrong, and 
something must be worked out. 

So there are these problems of overall control which the metropoli- 
tan government must take on. That is properly set up in the charter, 
and then they did one thing that is entirely new to government as 
we know it in these United States, and that is the said to the county 
board, the metropolitan board, “It will be your ‘dety to set up mini- 
mum standards for services.” 

The thinking behind this was that if you are to have truly a 
metropolitan government, then you must say to the people who live 
in that metropolitan area, “You have the right of good standards.” 
It is not right that there should be one area in the center, or on the 
edge of that metropolitan area that will not have the rights of those 
standards, whether it be police or fire or garbage collection or any- 
thing else. 

So here we find then something that has been added to metropolitan 
government—the creation of minimum standards. Those standards 
would be set on a reasonable basis. I am quoting from the charter. 
They would be set on a reasonable basis. They would not be dis- 
criminatory between areas. 

In other words, you could not come in and set one standard for 
Miami and another one for some small, inefficiently operated town. 

As long as those standards were lived up to by the cities or continued 
to be lived up to by the cities, then the cities have the right to retain 
theireconomy. They will have their own self-government. 

Now a third thing which, of course, is very necessary is that this 
county government must act as a coordinating agency. It must have 
the power to act and to enforce things in order to accomplish complete 
and good coordination. For instance, in zoning, the boundaries be- 
tween one city and another have a good residential area on one side, 
and allowing another city to come in and put factories across the 
street must be controlled in some manner. 

Overall planning, master planning for zoning, master planning for 
highways and things of that sort, all are a very necessary part of this 
metropolitan government. 

So much for what the government is. Now let’s see what has been 
done. 

It is very, very new, and of course we are all having—they are hav- 
ing growing pains. A county manager was appointed—a very fine 
gentleman from San Diego. He had a very fine reputation. He had 
to break away from San Diego. It took him a little time to get here. 
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He is now on the job, but in the meantime, the county government, 
the metropolitan government, started passing ordinances. That has 
caused some little disagreement as to the way in which these ordi- 
nances were written. Rather unfortunately they did not wait for 
Mr. Campbell, the county manager, to get here so they might have the 
benefit of his advice. So consequently you find the cities quite dis- 
turbed over the things which appear in the ordinances which gener- 
ally—I am speaking 1 now about the avenues of disagre eement—do not 
adhere to the idea of the minimum standard, but ré ather are arbitr: arily 
taking away functions and services and revenues, if you please, from 
municipalities. 

This was not intended, and I am sure it will be straightened out in 
time. 

Mr. Apponizio. Mr. Chairman, may I interrupt? I would like a 
clarification. You say this has been in existence a comparatively short 
time. 

How long do you mean exactly ? 

General Evans. Let me see. It was on July 21 when the ordinance 
became effective—the charter became effective—so it is just a matter 
of a few months that it is in effect. 

Let me say this: Those of us in the cities here believe in metro- 
politan government. We are constantly misquoted in saying that 
we are fighting metropolitan government. We are not fighting it. 
We want metropolitan government because we all recognize there is 
a need for handling the situations that we could not handle alone. 
So it will be eventually worked out. 

I have no doubt that any place where you have a change in a form 
of government, it takes a good, long time for that thing to settle 
down and be a smooth-wor ‘king type of government. Quoting Mr. 
Campbell who appeared on a television program shortly after arriving 
here to stay, he indicated that it would probably be 5 or 6 years be- 
fore the metropolitan government would really be considered to be 
in good form. 

I think, Mr. Chairman, that I have given you a rather brief idea of 
what this is. I would be very happy to answer any questions that 
the committee might have to ask. 

Mr. Rats. General, how long have you been the city manager of 
the city of Miami? 

General Evans. I am in my sixth year now. 

Mr. Rarns. General, you mentioned water, sewage, and certain 
other community facilities. Our primary interest in community 
facilities is this: We are concerned with the cost of housing for the 
people who build and buy. 

We recognize that in metropolitan government, with these great 
housing subdivisions that are being built up, such as stretch out from 
Miami in all directions, the cost of getting water, sewage, and other 
community facilities is a back-breaking burden on municipalities and 
often must be charged at great cost to the home buyer. 

So we are trying to find some ws ay that we can be of help, both to 
the cities in the problem which they face in getting these community 
facilities to the outlyi ing areas, and to the home buyer in the problem 
that he must face in the form of added cost 

Do you have any specific proposals on Federal governmental pro- 
grams other than grants or loans which might be helpful ? 
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For instance, would it be of any benefit to have a Federal agency 
staffed and experienced, to help develop model State and county legis- 
lative ordinances which would improve local government’s capacity 
to deal with these problems? It would act as a clearinghouse. 

Would that be of any benefit in helping solve the problems of metro- 
politan government ? 

General Evans. I certainly think it would. 

Mr. Rats. Is there any data anywhere in this country on how a 
situation similar to the one in Dade County has worked out? You 
mentioned Toronto, Canada. 

General Evans. No; tomy knowledge this is a new venture in metro- 
politan government. First, the creation of home rule for the county, 
and then the manner in which the charter has been adopted in having 
that overall government set standards for the entire area, which the 
municipality would have to live up to. 

Let me point out one of the things where I think your suggestion 
would be most helpful. We have in the State of Florida a prohibi- 
tion which does not allow us to take advantage of urban renewal. 
We attempted to get through the State legislature this last year a 
change in the law that would allow urban renewal to come into Flor- 
ida. It is very badly needed. It is going to be needed certainly in 
the Miami area as we continue to grow. 

There is no indication that we are anywhere near a stopping point 
in growing. Yet we are pretty badly stymied. We cannot take ad- 
vantage of urban teal as set up by the Federal Government be- 
cause of a State law. 

I think it is largely a matter of education within the State. An 
agency of that sort would be most helpful, it seems to me. 

That brings me rather closely to the second subject, Mr. Chairman 

which I might bring up at this time. Not too long ago we ran into 
some information which led us to believe that we might borrow some 
money from the Federal Government to help us out with caiptal im- 
provement programs here in the city of Miami. The Community Fa- 
cilities Act of 1951, which is still being carried on, has looked to us as 
though it might be helpful. We made contact with the Housing and 
Home Finance Agency, for which the headquarters for this district 
is in Atlanta. 
_ After a period of time we were told that our applications on two 
items—one on a new incinerator for the area, and another one for 
a high-pressure pumping system for our fire department—was ap- 
proved. 

Then we found out that we were not going to get the money, but 
that after we spent the money, then they would give us that money. 

Well, that sort of threw us into a tailspin because that wasn’t what 
we were looking for. Fortunately Miami was large enough so that 
we could dig up a certain amount of money on a short-time basis in 
order to allow us to go ahead with the planning, the making of the 
plans and specifications, ready to take the bids. rm 

You see, our thought was this: I will go back just a little bit. The 
people had voted $20 million worth of bonds. We didn’t want to sell 
all those bonds at one time because of the interest we would have to 
pay, and we couldn’t do all the work at one time. So we decided we 
would divide it into thirds. 
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We sold $7 million which was for highways, and which was for 
storm sewers and sanitary sewers. We went ahead with that work. 
It would take about 6 months or more to get the plans ready on the 
incinerator and for the high-pressure pumping station. So that was 
delayed, with the idea that we would get this money from the Housing 
and Home Finance Agency to allow us to go ahead with the work and 
then sell bonds later. 

Well, if we had had the money, we would have gone ahead with the 

lans. 
: Mr. Rarns. You wouldn’t have needed to have gotten it in the first 
place if you had had the money. 

General Evans. That isright. That was a considerable disappoint- 
ment. When we found we could get the money, but we had to do the 
work first. 

Mr. Rats. Let me ask you a question there, because that is getting 
into the area we want to discuss with you. I am quite sure that you 
and I share the belief either that the Federal Government should not 
undertake anything which either private enterprise or States, and 
local communities can do for themselves. 

We agree on that, don’t we? 

General Evans. Not only 100 percent, but 101 percent. 

Mr. Ratns. Do you think that this is entirely a local problem, or 
do you think it is one which can be helped by some type of Federal 
legislation to liberalize the planning grant program which apparently 
doesn’t work in its present form ? 

In other words, do you believe we should make the planning grant 
yr tre more workable? 

eneral Evans. Yes, I do, most definitely so. The problems of a 
fast-growing community—and probably in Miami this is a little bit 
more aggravated than it is in many of the places, because this city is 
growing in tremendous strides. We are forced into this sort of a 
situation. We have a certain population at the present time which is 
paying taxes, and we obviously are trying to keep those taxes down 
just as low as we can. 

But we need money for planning and for actual construction of 
capital improvements to take care of the population that is coming 5 
years from now and 10 years from now. 

That is where we get into a very severe bind, and that is where help 
from any outside agency would be most helpful to us. 

Mr. Ratns. Do you need money for planning community facilities 
for the planning of the whole city, or shall we say, piecemeal jobs and 
sections? How would you like to plan it? 

General Evans. Overall. Piecemeal planning is no good. 

Mr. Rarns. That relates not only to community facilities but to 
slum clearance and all the other problems that cities are heir to as 
well, isn’t that correct ? 

General Evans. That’s correct. 

Mr. Ratns. You need a general, broad, overall development plan 
for the entire area ? 

General Evans. Yes. That, of course, will fall primarily under 
metropolitan government because they will be charged with the over- 
all planning on that thing. 

It may get down eventually to where the city may have a certain 
part of that to do, and then we would get into the planning of that 


COMMUNITY FACILITIES AND MORTGAGE CREDIT 9 


particular thing. But in the first instance it is going to be the prob- 
lem of the metropolitan government and undoubtedly they would be 
delighted if they could get some assistance or help. 

Mr. Apponizi1o. Mr. Chairman. 

Mr. Ratns. Mr. Addonizio. 

Mr. Apponizio. General Evans, you spoke about the application 
that you had made to the Atlanta office concerning an incinerator and 
something else ¢ 

General Evans. High pressure water system. 

Mr. Apponizi1o. You said in effect that you would have to have these 
facilities completed before they would give you any money? 

General Evans. Not the facilities, the plans—the plans and specifi- 
cations. That is all the money was for. They are not in the busi- 
ness of loaning money for the building of capital improvements, but 
only in the business of loaning money to a city in order to prepare the 
plans and specifications. 

Obviously it is a rather foolish situation where they finally sa 
to you “This is all very fine, but you have to do the plans and specifi- 
cations and use your own money for it. Then we will let you have 
the money.” 

If we had the money in the first instance, we wouldn’t apply to 
them. 

Mr. Apponizio. I just wanted to make sure we cleared that point 
up. I probably misunderstood you. 

Mr. Rares. You are now speaking about the section that has to do 
with planning ? 

General Evans. That is right. 

Mr. Ratns. And you are pointing out that it is actually operating in 
reverse. 

General Evans. Yes. 

Mr. Ratns. There is also a program, administered by the Com- 
munity Facilities Administration, of direct loans for the construction 
of the community facilities. As it is now being administered only 
small communities, those under 10,000, can qualify. 

Do you think that it ought to be broadened to be of help to larger 
cities or not ? 

General Evans. It is against my principles to say, “Yes.” I don’t 
like it because I think we can stand on our own feet and I think we 
are capable of standing on our own feet in the larger communities. 

Mr. Avponiz1o. General Evans, you also said that you have grown 
rapidly in the Miami area. Of course I don’t dispute that. But 
have you any figures to show us to what extent you have been grow- 
ing? 

General Evans. Perhaps the easiest way is to tell you that we grow 
at that approximate increase of a little better than 8 percent per year. 
That has been a constant curve for the past many years. 

Mr. Apponizio. Of course with this rapid expansion, you have 
many and varied problems. I am sure you will agree with me that 
in order to create these community facilities, a local municipality 
must put municipal bonds out on the market. 

General Evans. Right. 

Mr. Apponiz1o. I hope, too, you will agree with me that our econ- 
omy right now is operating under a so-called tight money policy ? 
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General Evans. Right. 

Mr. Apponizio. To what extent in your opinion has the so-called 
tight money policy made more difficult the problem of finding solu- 
tions to the community-facilities problem ? 

General Evans,.I can answer that question, but Mr. Shaw, our 
financial director is probably following me and I prefer that you di- 
rect that to him. You would probably get a more comprehensive 
answer than I can give you. 

Mr. Apponizio. That is all. 

Mr. Ratns, Mr. Widnall? 

Mr. Wipnatt. General Evans, do you find you are picking up a 
reat amount of tax money through encouragement of industry and 
usiness to locate here? 

General Evans. That is right. It is generally small businesses. 
For instance, the garment industry has grown tremendously over 
the years. I am talking about a man who may have 100 employees, 

making dresses, bathing : suits, or something of that sort. 

Mr. ‘Wnat. What impact do you have on the community by way 
of demand for additional services for those businesses that you 
wouldn’t get from the single-family homeowner ? 

General Evans. Nothing that we can’t handle within our stride. 

Mr. Razns. Mr. Barrett? 

Mr. Barrett. General, would you explain in greater detail how your 
zoning board operates and how your building inspect ion functions ? 

General Evans. Yes; I will be very happy to, Mr. Congressman. 
Let me take the building first. The picture, as we see the ordinance 
that would implement building, would be that there would be adopted 
by the metropolitan gover nment a uniform building code. 

We have had the situation in the past where the 26 various cities in 
this area started out with generally 2 codes, and then they got in 
all different directions and we ended up with 26 different’ codes— 
differences in some parts. 

So there should be this uniform building code adopted by the metro- 
politan government, and that should be, in our opinion, the minimum 
standard which is being set by the county and requiring all of the 
cities to live up to that minimum standard. 

Unfortunately, that is one of the ordinances that is in disagreement 
and being considered for final passage, where the county government 
was taking over all of our building departments arbitrar rily and going 
ahead by creating a very large building department. 

That isn’t, in our opinion, the way the charter intended it. When 
they set up ‘the uniform building code, they would then say to the 
cities, “If you meet the minimum standards, then you are satisfying 
our conditions and the conditions of the charter.’ 

On zoning, I can’t answer that question because I dont’ know what 
.is going to come out of the final ordinance on that thing. But, in 

eneral terms, we had also felt here that the county government would 
immediately go into the business of having a land-use plan for the 
whole area. They would come up with a master plan on zoning. 

They would set up a framework for each of the cities within which 
they would carry on their revisions to zoning or carrying out zoning. 

As long as they lived within that framework, they would be left to 
take care of their problems within their own cities. In effect, it again 
was setting a minimum standard for them to operate on. 
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Does that answer your question ? 

Mr. Barrett. Yes. 

Mr. Rarns. Mr. Betts? 

Mr. Berrs. I have no questions to ask the general, but I do want to 
compliment you, General. I think you gave a very enlightened state- 
ment. 

Mr. Rats. Mrs. Sullivan ? 

Mrs. Sutxivan. I have just one question I would like the general 
to clear up. 

General Evans, is this municipal government authority just in Dade 
County ? 

General Evans. It is; yes. It was granted only to the county of 
Dade, and not to all the counties of the State of Florida. 

Mrs. Suxuivan. If so, did only the people of the county vote on 
the charter, or did all of the people throughout the State ? 

General Evans. No, all of the people throughout the State voted on 
it because it was a change to the constitution. 

Mrs. Suxtiivan. That is why the legislature had to pass on home 
rule? 

General Evans. That is right. 

Mrs. Sutzivan. Isn’t it an unusual thing, though, for an entire State 
to have to vote on something like that, when it affects only one county ? 

General Evans. Yes, perhaps it is unusual, but I think you can well 
understand that there has been a great deal of disagreement about 
whether or not home rule should be given to counties. Certainly they 
weren’t going to pass by an opportunity where they felt that they 
didn’t want—and I am talking about perhaps a small county that 
may be up in the middle part of the State, in the northern part of 
the State—they were not going to simply let that slide by to set a 
precedent that might be used against them later on when they might 
not want home rule. 

Mrs. Sutuivan. I asked that, General, because we have just had an 
experience in St. Louis where we lost the charter, but only the people 
of the area voted on it, where if it possibly had been voted on in the 
entire State, it would have been a different picture. 

General Evans. You really have a terrific problem in St. Louis. 
Haven’t you some 93 or 95 small cities ? 

Mrs. Sutiivan. Some 100 municipalities. St. Louis is one of the 
exceptions—St. Louis and Baltimore—of not being in any county. 
So we have a problem. 

Thank you, General. 

Mr. Wipnatu. I would like to ask General Evans another question. 
It is not clear in my mind the difference between your present Dade 
County government and this metropolitan government. How does 
the Dade County government function at the present time? What is 
its jurisdiction? What services does it provide? 

General Evans. You mean the government which existed prior to 
the effective date of the charter ? 

Mr. Wiwnatu. Has the metropolitan government supplanted the 
Dade County government ? 

General Evans. Yes, it has. That is correct. We had a county 
government that was made up of elected commissioners. It was not 
a county-manager form of government. They did not have law- 
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making legislative powers. Those powers came from the State, and 
they carried out in a limited degree those ordinances. 

Mr. Wipnay. What do they control—roads, culverts, county in- 
stitutions ? 

General Evans. Yes, that is generally right—the normal thing you 
see everywhere the county doing. 

Mr. Wipnatt. I am very much interested in this because the county 
I live in has 70 municipalities in it. We have the same type of grow- 
ing pains. It is right across from New York City. 

There is a lot of talk now about merger of services and how a more 
effective job can be done for the community. 

General Evans. I think we have something here that is going to 
work. I am convinced it can work. I think it can do a good job. 
The only thing we have to watch out for is that we do it in a sensible 
way and don’t rush in too fast because a thing like this cannot be 
done overnight. 

Mr. Rarns. General, it is not within the jurisdiction of this com- 
mittee, but for my own personal information, I would like to know 
how the election came out in Dade County when they voted on the 
constitutional amendment ? 

How did the people of Dade County vote? Did they favor the 
constitutional amendment or not ? 

General Evans. Yes,they did. They did. 

Mr. Rarns. You have made a very interesting statement, General. 
You have been a good witness. We appreciate your coming before 
our committee. 

General Evans. It is a pleasure to be here. Thank you very much. 

Mr. Rarns. The next witness is Mr. Robert F. Cook, director, de- 
partment of building, planning and zoning for Dade County. 

Come around, Mr. “Cook. 

I stated your name and position correctly, did I not, Mr. Cook? 

Mr. Cook. Yes, sir. 

Mr. Rartns. Mr. Cook, we are pleased to have you before our com- 
mittee. I see you havea statement. You may proceed in any man- 
ner you desire. 


STATEMENT OF ROBERT F. COOK, DIRECTOR, DEPARTMENT OF 
BUILDING, PLANNING, AND ZONING OF DADE COUNTY 


Mr. Coox. That is correct, Mr. Chairman. I will proceed to read 
this statement and then will answer any questions you may have. 

Providing for community facilities in Dade County in the past 8 
years, during which period we have had a sustained boom in construc- 
tion and development, has been one of the biggest problems confront- 
ing everyone connected with the development field. This statement 
applies especially to the very necessary sewer disposal and water 
treatment plant facilities. 

The size of that problem can best be emphasized by quoting figures 
illustrating the amount of development that has taken place in those 
8 years, and I would like to point out that I am speaking only of the 
unincorporated area of Dade County. 

Since 1948, buildings in the total valuation of $605 million have 
been constructed. Of that figure, residential units made up a total 
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of $431 million, some 56,000 residential units having been erected dur- 
ing that period. 

During that same period, 8 sewage disposal plants have been erected 
in the unincorporated areas of Dade County, and approximately 17 
water-treatment plants have been constructed. All of these plants 
have been installed by private developers or private utility companies. 

In addition to these privately owned facilities, municipal waterlines 
have been extended, in some instances, to developments adjacent to the 
boundaries of the particular municipality concerned. 

Briefly, the private utilities just mentioned are approved to serve, 
in the case of the sewage disposal plants, 14,972 units or approxi- 
mately 52,402 people, and in the case of the water plants 21,079 units 
or approximately 13,776 people, with all or most of these plants capa- 
ble of and progressively expanding. 

Dade County has made every effort to determine that these utilities 
have been so situated and allocated that there will be as little conflict 
as possible between the plants, insofar as adequate areas to be served 
are concerned; in other words, so that the service area of each will be 
sufficient to assure a profitable operation. 

However, if this objective has been achieved, it has been almost pure 
luck, because proper regulations are lacking to control the location, 
service areas, operation, and maintenance of these plants, as will be 
pointed out later on. 

In addition, site requirements are such that, for the most part, all 
of these facilities have adequate room for expansion as their service 
areasexpand. This particular factor has been taken care of at the time 
the utility site was planned and zoned to permit the use involved. 

Perhaps a short explanation of the factors that determine whether 
or not these facilities will be required in connection with any particu- 
lar development should be given here. 

The county health department, in the final analysis, determines 
whether any development, residential, commercial, or industrial, can 
be served by septic tanks and/or wells, or whether they will require 
community water or sewers, or both. 

The health department applies these requirements at the time a plat 
is submitted for consideration and approval, and the question of water 
and sewers is settled prior to the plat being approved for recording. 
The factors taken into consideration by the health department, as far 
as sewage disposal and water supply is concerned, in its determination 
as to whether septic tanks or community sewers, wells, or water-treat- 
ment plants will be required are: 

1. Size of land proposed for platting and development. 

2. Percolation and soil tests to determine whether septic tanks will 
function properly. 

8. Size of lots in the proposed subdivision, especially if individual 
wells are also being considered. 

4. Availability or proximity of community sewer and waterlines 
to the property in question. 

5. Potability of well water on site in question. 

In general, if the area concerned is relatively small—small enough 
to be uneconomical to provide its own community water and sewer 
plants—if the elevation of the land is high; if the percolation is good ; 
and no community water and sewerlines are available within a reason- 
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able distance—reasonable from an economic standpoint—if the indi- 
vidual lots to be served are of at least 10,000 square feet in area; and 
the supply of water is potable, a combination of a well and septic tank 
for each lot will be approved. 

Under the same circumstances, if community waterlines are avail- 
able or a water plant is to be installed by the developer, then the 
minimum lot requirement can be reduced to 7,500 square feet and the 
individual septic tank approved for use. 

Mr. Ratns. Mr. Cook, may I interrupt you at that point? Does 
FHA approve any loans in the area which you are describing? 

Mr. Cook. Yes, certainly. 

Mr. Rarns. Do they allow septic tanks ? 

Mr. Coox. Under approximately the same conditions—in other 
words, they call on the county health department to make their recom- 
mendations. 

Mr. Rarns. Do they accept the county health department's recom- 
mendation ? 

Mr. Coox. I would say in most instances. They are, of course, not 
required to and maybe in some instances they do differ and will not 
finance housing that is going to install septic tanks and wells. But 
in the main they call on the health department for their recommen- 
dation. 

Mr. Wipnauu. Mr. Chairman, when do they make the percolation 
test—before the plot has been cleared or after? I have noticed in a 
lot of developments they take all the topsoil off, go down 3 or 4 feet and 
change the entire contour of the land. 

That could affect the percolation materially. 

Mr. Coox. In Dade County it won’t be a question of going down. 
It may be a question of fill. Then, of course, the percolation test must 
be taken based on the fill that is replaced—muck or material or what- 
ever it might be. 

Mr. Rarns. In other words, on the final condition of the ground 
where the housing is going to be erected on. That is when they take 
the test, is that correct ? 

Mr. Coox. That is correct, but you will find in most instances when 
fill is required on an overall basis, the community facilities will be 
required. 

Mr. Apponizio. Mr. Cook, when you were talking about septic tanks, 
you meant in connection with both FHA and VA guaranteed loans? 

Mr. Coox. Will approve septic tank installation? I might be wrong 
on that, but I am pretty sure on it because in many instances through 
our office will go a recommendation to the FHA and a copy that is 
going to the FHA and VA which indicates that the health de *part- 
ment in certain instances will approve septic tanks and wells. 

In most instances I would say they may approve septic tanks but 
would require the community water service. 

Mr. Rats. You may proceed with your statement. 

Mr. Coox. Conversely, if the property in question doesn’t conform 
to one or more of the aforementioned requirements, then community 

water or sewers, or both will be required. In other words, if the per- 
colation is bad, or the well water supply not up to standard, or if 
sewer lines and waterlines are economically available to the site; or if 
the area concerned is large enough to make it reasonable that it provide 
its own community sewer and water plants—especially if the density 
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of the proposed development is high—or if the land concerned is 
low and requires fill, then the community utilities will be required, 
and no platting or development can be accomplished until they have 
been provided. 

While, under the circumstances and under present regulations, the 
foregoing procedure for determining whether community utilities 
will or wilt not be required is fairly effective, it results, in some in- 
stances, in creating unavoidable arbitrary standards which create a 
hardship on the developer and, of course, in many instances, throttle 
development altogether. 

While the problem of financing new sewer and water plant installa- 
tions, or the expansion of existing plants, or extension of lines by a 
municipality is certainly great, this problem is further aggravated 
in unincorporated areas which in many instances lack the municipali- 
ties’ right to franchise and, further does not have the authority to 
construct such plants to serve particular neighborhoods from taxes 
collected countrywide. 

Another problem peculiar to unincorporated areas is that while the 
service area of a municipality is usually confined to a relatively con- 
centrated area, the governing body of an unincorporated area could 
be called on to furnish service to large but isolated areas, which, of 
course, would increase the cost of such service tremendously, requir- 
ng complete new installations rather than extensions of existing fa- 
cilities. 

Third, in the large undeveloped areas of most unincorporated areas, 
in locations where development will not be permitted without com- 
munity facilities, the governing body, even if it has the authority, 
might well be reluctant to gamble on expending the money necessary 
for such facilities where they are not assured of the immediate con- 
struction of sufficient units to make the operation profitable. 

This situation results in a stalemate which will stifle development 
completely. These problems are peculiar to unincorporated areas, 
but, with the greater percentage of development spilling over into 
unincorporated areas, these problems become major problems on a 
national basis. 

In addition to all of the foregoing situations which are problems 
preliminary to actual facility installations, another difficult situation 
is created after installation of such utilities in developments in the 
unincorporated area by developers or private utilities, which affects 
the utility owner, other developers, the consumer, and ultimately the 
governing body. 

At the present time, when a private developer or private utility 
installs water-treatment or sewage-disposal plants, they must execute 
a trust agreement, subject to the approval of FHA, VA, or the county, 
if neither of the other two are involved. 

This trust agreement establishes a trustee which theoretically will 
take over the operation of the plant in question if the owner fails to 
operate properly or fails to give proper service. Not only does this 
trust agreement set up what appears to be a rather nebulous control, 
but it may also serve to promote the installations of plants which 
are impractical in that a developer could, after the development is 
complete, abandon the plant and shoulder the trustee with an un- 
profitable operation. 
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But this is not the worst feature of having the trust agreement 
as the only control. With only the trust agreement as the control, 
the utility owner has no assurance that he will be protected from 
other utilities as to the area he can serve, and thus cannot in a busi- 
nesslike manner, plan for expansion or estimate his ultimate income 
or profits. 

In addition, the trust agreement does not establish any fixed rate 
for tie-ins to the plants by other developers; so that, if the health 
department directs a smal] developer to tie into an existing utility 

lant, he either ties in at whatever price the utility desires to charge 
im or he doesn’t develop. 

Further, while the trust agreement does establish maximum rates 
to consumers and establishes an arbitration board to alter these rates 
when justified, it is not too strong in this respect; that is, it does not 
give the consumer the best possible rate protection and best possible 

rocedure for changing these rates. 

Lastly, the governing body—the county commission in this case— 
has a problem resulting from lack of proper control in that they are 
faced with the possibility of having to take over the operation of 
these facilities if the owner and trustees are unable to profitably 
operate such facility. The county commission is also concerned that 
reasonable rates to the consumer are maintained. The county com- 
mission is also interested in assuring that all developers can tie in 
to such facilities on a reasonable and equitable basis. 

It appears that we have nothing but problems. However, this 
question of control after a developer or private utility has constructed 
the plants and lines has its answer in franchising by the governing 
body. Through franchise the governing body can tell the utility that 
it has a monopoly in a certain area so long as it operates properly; 
but, in exchange for that monopoly, it must operate on a basis of 
reasonable rates to the consumer, and must also permit developers 
within the area to tie in to its lines at reasonable tie-in rates. 

Of course, another answer to the same problem is to have the county 
take over the operation of all utilities in the unincorporated area and 
operate them as public utilities. 

It appears, therefore, that if a private developer builds the utility, 
adequate control can be obtained through franchise authority by the 
governing body to assure good operation. However, that still leaves 
us with those big questions of who is going to build these utilities and 
where is the money coming from when the developer doesn’t or can’t 
erect the necessary facilities. 

As I understand it, the Housing and Home Finance Agency has 
programs which will permit a properly chartered public body to get 
assistance in overall planning; to get assistance in preliminary plan- 
ning and survey for specific public projects; and will also finance or 
assist in financing programs for such public works. 

I believe these programs are 701, 702, and the program for loans for 
financing construction of public works, the number designation of 
which I do not know. The basic laws therefore seem to be set up to 
facilitate the development of utilities under certain conditions. I 
could only recommend that program 701 be expanded to include 
unincorporated area of counties, subject, of course, to such counties 
getting enabling legislation authorizing them to set up proper regula- 
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tions and controls; and, further, that the 701 program be modified so 
that local communities can participate directly in the program, with 
the prerequisite of the existence of a State agency being eliminated. 

I would further venture a recommendation that program 702 be 
expanded to include counties as well as municipalities, and that coun- 
ties also be included in the loans for financing construction of public 
works, subject again to such counties establishing proper regulations 
and controls. 

In addition, where the county government is unwilling to enter into 
the utility field, it appears that some Federal assistance might well be 
provided to private developers and private utilities where warranted, 
so that the present difficulty in obtaining private financing for these 
utilities might be relieved. 

Such assistance to private developers would of necessity be con- 
tingent upon the political body of the area in which development is 
located establishing proper controls and regulations through franchise 
and so forth, so that everyone concerned would be assured that the 
operation of the plants would have a reasonable chance of being 
successful. 

Lastly, I would recommend that all of the HHF A programs be given 
wider publicity so that all communities will be aware of the help that 
is available to them. 

Mr. Rarns. That is a very good statement, Mr. Cook. Now let me 
ask you 2 or 3 questions. 

The first is: You were speaking of that area in Dade County out- 
side the incorporated cities and towns? 

Mr.Coox. That iscorrect. The unincorporated area. 

Mr. Rarns. Which until the adoption of the constitutional amend- 
ment which has been referred to here by General Evans, was operated 
by the county commission ? 

Mr. Coox. That is right. It is now a metropolitan government. 

Mr. Ratns. Now, these problems of the unincorporated areas which 
you have enumerated here—the new metropolitan government will 
fall heir to; will it not ? 

Mr. Coox. That is right. But it is hoped what I have said here we 
hope may no longer apply to Dade County because of the metropolitan 
government in which they have the authority to exercise control over 
these various services and various utilities and so on. 

Mr. Rarns. As I followed your statement, in the unincorporated 
areas of Dade County, water facilities and sewer facilities are some- 
times constructed by private dealers and owned by them. 

Is that correct ? 

Mr. Cook. That’s right. 

Mr. Ratns. Do they level the charges that are to be paid by the 
user of those facilities ? 

Mr. Cook. Those charges are established again, as I said, in the 
trust agreement which they must sign and muse execute in the case if 
it is VA or FHA—they approve the trust agreement. If they are not 
concerned, then the county approves it. 

Mr. Rarns. Is there any control, like for instance in my State of 
Alabama, we have a public service commission which controls all rates 
of all public utilities, be it water, gas, telephone, or what not? Or is 
there any controlling unit in the county or in the authority of the 
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metropolitan government to control and regulate the rates of these 
various privately owned facilities? 

Mr. Coox. There is none and there is none as yet that has been 
established by the metropolitan government. They are in the process 
of passing it. 

Mr. Ratns. Do they have the authority under the new charter to 
establish some kind of regulation of the rate structure ? 

Mr. Coox. I would think without much question they have the au- 
thority to franchise, and through that authority, they control rates 
and maintenance and whatever else was necessary. 

Mr. Rarns. I note you raise a real good point. It never had oc- 
curred to me that it might be well in some instances where counties are 
entirely urban, to broaden the planning base to where a county 
commission could plan for the entire county. 

You recommend that consideration be given to that in your state- 
ment. 

Mr. Coox. I think without any question that is the most important 
piece of the planning situation now, because in metropolitan areas in 
all instances they are spilling over into unincorporated areas—as in- 
dicated by the figures, construction in the unincorporated areas is 
almost as much as in the municipalities combined. 

Mr. Ratns. Mr. Addonizio? 

Mr. Appontzio. I have one question, Mr. Cook. I would like to 
know to what extent in your opinion is your communities facilities 
problem the result of a concentration in this county of detached sin- 
gle-family housing versus rental housing or row-type housing ? 

Mr. Coox. I don’t know that in my opinion the fact that you have 
so much single family has aggravated the situation. Actually I be- 
lieve in Dade County the situation would be further aggravated if 
we had more multiple-duplex developments because you would have 
a higher density and a higher concentration of people, and I think on 
that basis in almost every instance you would have to go to some sort 
of a community facility rather than to permit the septic tank and the 
well, which are now permitted, based on adequate lot area, adequate 
seepage area, and so on. 

Mr. Apponiz1o. Do you anticipate a shift back to rental housing 
within the city limits? 

Mr. Coox. There is no trend that way right now here. 

Mr. Rarns. The trend is toward home ownership ? 

Mr. Coox. That’s right. 

Mr. Rarns. In the suburbs ? 

Mr. Coox. Right. 

Mr. Ratns. Mr. Widnall? 

Mr. Wipnatt. Mr. Cook, does this new metropolitan government 
have the ability to issue bonds and provide a countywide sewer system ? 

Mr. Coox. That’s right. ; 

Mr. Wiwnatt. Would it have the same ability to provide for ash 
and garbage removal ? 

Mr. Coox. That’s right. They have the same authority under their 
charter that any municipality would have—maybe more. It is actu- 
ally—well, itismore. It isa home-rule proposition. 

Mr. Rarns. If I may interrupt you, I am quite sure these people 
here have never heard of ash removal. They don’t have much fire 
down here. ? 
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Mr. Wwwnatt. I was thinking actually in connection with power- 

lants and operations like that, where you might have a problem with 
industries down here. 

Mr. Coox. They burn oil. 

Mr. Wipnauu. As a matter of fact, I have been in Florida a few 
times when I think you could use a little bit of coal in the winter. 
We have a problem in our own county that has been solved by a 
county sewer authority, but it has been set up just for that specific 
purpose, and it has been set up in stages where they tie together mu- 
nicipalities in the eastern part of the county or the central part or 
the western part, and then the municipality agrees to go in on a 

ackage deal paying so much a year for the service provided to them. 

t seems to be working out in a very satisfactory manner and it has 
cleared up a lot of areas where we have had serious health problems 
in the past. 

Mr. Coox. I think that would have been the move on the part of 
the county had not metropolitan government come in, that they would 
become—it seems to me that is the only solution to these problems, 
either you have a metropolitan setup or that one central government 
at least takes over as authority for transit, as authority for sewage 
and water, and major streets and highways and things like that. 

It isthe only answer. You have got to have coordination. 

Mr. Wipnatt. I find one of the most serious problems is the prob- 
lem of garbage removal and disposal. In our particular area around 
New York City that is becoming very serious. As you know, New 
York takes its waste out in the ocean and dumps it. But other munic- 
ipalities have been accustomed to using seaiieai as land fill, but it 
now is becoming a health menace. We have to do something about it. 

I think you are going to face up to exactly the same problem here. 

Mr. Coox. At the present time the unincorporated area garbage 
disposal is on a land-fill basis. Some of the municipalities, of course, 
have incinerators, but it is strictly a land-fill disposal on the part of 
the unincorporated area. 

Mr. Rarns. Mr. Barrett? 

Mr. Barrerr. No questions. 

Mr. Ratns. Mr. Betts? 

Mr. Berrs. Mr. Cook, you made some statement about private util- 
ities. There are no privately operated water and sewage companies, 
are there ? 

Mr. Cook. You say are there any private ones? Everything in 
the unincorporated area is privately owned. 

Mr. Bervs. Private water companies? 

Mr. Coox. Either by the developer of the subdivision himself or a 
full-blown private utility owned by a corporation and operates on 
strictly a private basis. 

Mr. Berrs. And a private sewage company ? 

Mr. Coox. That is right. The sewage and water facilities that I 
mentioned are all privately owned. Take sewage disposal plants, 
sewage disposal plants are in the mill. I think 8 or 4 more are pro- 
posed. ‘They are all privately owned. 

Mr. Berrs. What type of area are these in? Are they in the resort 
areas ? 

Mr. Coox. No, they are out in the urban areas, out in the new single- 
family subdivisions, primarily. 
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Mr. Berrs. Private companies with stockholders? Are they local 
companies ? 

Mr. Coox. That is right. In some instances it is the developer 
himself who retains control of the water and sewage facilities, In 
some instances companies have been formed to operate them. 

Mr. Berts. And they had to have the approval as to any trust 
agreement or bond issue? Of course they wouldn’t have a bond 
issue. 

Mr. Coox. There would be no bond issue. Where the VA or the 
FHA is involved in the financing, then they must approve that trust 
agreement. 

Mr. Berrs. I understand another witness is going to deal with that. 
So I have no further questions. 

Mr. Rarns. We have one of the operators of the private utilities 
coming on. 

Mr. Berts. I would like to ask one more question. You talked about 
countywide financing of these public utilities. Isn’t that possible at 
all under this Dade County form of metropolitan government ? 

Mr. Coox. As I say, I think that metropolitan government here will 
solve a lot of the problems. And maybe what I am talking about now 
no longer applies to Dade County insofar as the authority to establish 
the proper controls and franchises and so on. 

Mr. Berrs. You are in favor of a situation where if some munici- 
pality up in the corner of the county wanted sewage or water, a county- 
wide bond issue could provide for that ? 

Mr. Coox. I think so, under the metropolitan government; yes. 

Mr. Apponiz1o. Do you think you would have trouble selling those 
bonds in this hard-money situation we are operating under? 

Mr. Coox. I am no bond expert or finance expert. I don’t know. 
Of course, the metropolitan government has not attempted to do any- 
thing like that as yet. 

Mr. Berts. It wouldn’t have any more trouble than anybody else. 

Mr. Coox. I wouldn’t think so. 

Mr. Berrs. That is all I have. 

Mr. Rarns. Mrs. Sullivan? 

Mrs. Sutiivan. No questions at this time, Mr. Chairman. 

Mr. Rarns. Mr. Cook, yours is a very informative statement. We 
appreciate your giving it tous. Thank you very much for appearing 
before us. 

Mr. Coox. Thank you, Mr. Chairman. 

Mr. Ratns. The next witness is Mr. George Shaw, director of finance 
for the city of Miami. 

I call the members’ attention to the fact we are running 7 minutes 
behind schedule. 

We are glad to have you before the committee, Mr. Shaw. I have 
already identified you for the record. Do you have a written state- 
ment? 

Mr. Suaw. No, I do not, Mr. Chairman. I have some notes for 
continuity. 

Mr. Ratns. You may proceed in any manner you desire. 
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STATEMENT OF GEORGE SHAW, DIRECTOR OF FINANCE FOR THE 
CITY OF MIAMI 


Mr. Suaw. Before I touch upon the questions that were suggested 
to me, it might be a good idea to describe the water and sewer facilities 
of a public nature which we have in this country now. I don’t believe 
that has been done as yet. 

The city of Miami has a water department which serves Miami, 
Miami Springs, Hialeah, Coral Gables, Miami Beach, and Miami 
Shores. That system also reached out in part into the county, but 
the development in the county has been of such a scattered nature 
that, of course, it cannot be tied in to the central system. 

So our expansion of that system must be along geographical lines 
that will keep the system economically sound. 

As to sewage disposal, the city of Miami is about 40 percent sewered. 
We now are working on $10 million of bonds, the first of which we 
sold just this year, to expand those sewers. 

We have a $27 million sewage disposal plant—a full-treatment 
plant—with an outfall into deep water off of Virginia Key just across 
the bay. The plant itself is located on Virginia Key rather than on 
the mainland. 

Those systems will eventually, I suppose, become the nucleus of more 
countrywide operations. But it must be done in an orderly manner, 
and as the local systems can be tied in without too great cost or force 
mains and long extensions of lines. 

That is why, as Mr. Cook has said, there are so many private sub- 
division systems in the county. 

One of the questions that was suggested to me was whether the tight- 
money situation has anything to do with requiring the developers 
of land to put in the community facilities, such as streets, sidewalks, 
drainage and sanitary sewage, and water. That is definitely not the 
case. 

In Dade County, that requirement was first imposed about 12 years 
ago when we were enjoying the lowest interest rates of all time. It 
was done as a matter of safeguard, both for the purchasers of prop- 
erty in the subdivisions and for the taxpayers and the community as 
a whole. 

The city could not possibly—no city could possibly—borrow and 
construct community facilities as rapidly as they have been needed in 
this area in the past 10 or 12 years. Furthermore, to do so would be 
to lend the credit of the community to a real estate development which 
I myself think would be very bad. 

We had one very striking example of that in a neighboring com- 
munity to Miami in which the corporation which developed it sold the 
lots at quite high prices, guaranteeing to put in the streets and side- 
walks. There was no question of sewage because septic tanks were 
possible there because of the terrain. 

With the collapse of the boom, the corporation became insolvent 
and the duty was passed on to the city to install the street facilities. 
That simply meant that the lot purchasers paid twice. They paid the 
developer when they bought the lots. They later paid assessment loans 
to the city. They were fortunate to have the money to pay, and a lot 
of them did not. 
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That city was saddled with an undue debt, which it is still paying 
interest and principal on in the form of refundings. 

In these scattered communities I think we still have to require the 
installation of the community facilities by the developers. Another 
reason that exists for that today is that our developers are not just 
subdividers any more. They are builders. They subdivide. They 
put in the community facilities. They build homes and they sell 
them as finished jobs. They get better loans, of course, with the com- 
munity facilitiesin. Itis economically better for them. 

The whole pattern here tends toward the complete development of 
a new residential community at the time it begins to sell. 

Mr. Barrett. Which is the higher, Mr. Shaw, the water tax or the 
sewage tax? 

Mr. Suaw. Our sewage disposal service fee is 100 percent of our 
water bill. They are exactly the same, except that we permit a de- 
duction for water which does not enter the sewers, water used for lawn 
sprinkling, water used for processing which may not get back into 
the sewers. 

But other than that, it is an equal charge, not in the form of a tax, 
but in the form of a service charge. 

Mr. Rarns. Mr. Shaw, I am not saying that I differ with what you 
have just said, that it is—I realize that the major cities of the country 
may share your view about not saddling the city with the burden of 
providing community facilities in outlying areas. But I am sure you 
will understand our concern, representing a whole nation as we do, not 
only the metropolitan areas—small towns, all types—many of which 
first of all don’t have the builders with the money to do what you are 
talking about, and secondly, don’t have the ability to float bonds for 
community facilities. 

This committee is interested in just how much more the private 
developer is forced to charge the FHA borrower or the veteran who is 
buying a home in his subdivision by virtue of the fact that he is 
required to put in all of these various community facilities. 

How much is he required to raise the price of his houses? 

Mr. Suaw. Mr. Chairman, I can’t answer that question because 
most of the developments of the type that y u are mentioning have 
occurred in the unincorporated areas rather than in the central city. 
We do have several large developments, but it was possible to tie them 
in to water facilities and sewer facilities, although those developers 
did put in the streets and sidewalks. 

So the comparative cost, I am unable to say. There is another 
feature in Florida which would tend toward the requirement that the 
developer put in the facilities. We have in Florida a homestead 
exemption, the first $5,000 of assessed valuation. 

On small homes which are valued on the tax rolls at a percentage 
of their value, in many cases they are totally exempt. If the city sells 
bonds, puts in the needed facilities, and such houses are built, there is 
no return whatever. 

So the other taxpayers of the city are carrying the burden for in- 
stalling those facilities for the newcomers. 

Mr. Ratns. What are the percentages of your tax assessments? 

Mr. Suaw. In Miami today, we are about 75 percent. We just 
completed a complete reappraisal which became effective in the 1957 
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roll, in which our valuation has gone to slightly more than a billion 
dollars. 

Mr. Ratns. But there are many homes in the unincorporated areas 
even in Dade County that would be totally exempt under the $5,000; 
is that correct ? 

Mr. Suaw. There are quite a number, yes. The county’s percent- 
age of assessment is much lower than ours. 

Mr. Ratns. The gentleman who seeks recognition is Congressman 
Gordon McDonough from the great. city of Los Angeles, the one I 
told you was driving in from Washington and got in late. 

We are glad to have you here, Gordon. I recognize you. 

Mr. McDonoven. Thank you. 

Mr. Shaw, this $5,000 exemption you speak of: Is that the first 
$5,000 assessed valuation of any piece of property ? 

Mr. Suaw. Only homesteads. 

Mr. McDonovueu. Only homesteads ? 

Mr. Suaw. Yes, sir. 

Mr. McDonoven. What percentage of the total number of homes, 
we will say in the city of Miami, are totally exempt ? 

Mr. Suaw. As of last year, before this reappraisal, we had 26,000 
homes out of our approximately 80,000 improved properties in the 
city which were totally exempt. We had another 16,000 homes which 
were partially exempt. So that there were in total over 40,000 homes 
which were either paying no operating taxes or only a portion of the 
usual operating taxes. 

Mr. McDonoveu. So that the cost for the maintenance of the facili- 
ties of the city fell upon those who were in excess of $5,000 ? 

Mr. Suaw. That is right, sir. The cost for the maintenance of the 
facilities fell upon the owners of vacant property and of business 
property and of rental property. 

Mr. McDonovucu. What is the general attitude of the people here 
concerning that? 

Mr. Suaw. Well, I think that in the main the people don’t think 
that it is a good thing, but it is a constitutional amendment in the 
State of Florida and we will never get rid of it because nobody is 
going to shoot Santa Clause statewide. 

ae Rartns. What about a school tax? Do you have any school 
taxes ¢ 

Mr. Suaw. The schools in Florida are handled by a separate agency, 
the board of public instruction, which is a separate arm of the State— 
a county arm of the State. 

Mr. Rarns. Is that tax levied on real estate? 

Mr. Suaw. On real estate; yes, sir. 

Mr. Karns. Does the homestead exemption still apply on the school 
tax? 

Mr. Suaw. Yes, sir. 

Mr. Apponiz10. How long has it been in existence ? 

Mr. Suaw. It went into effect in November of 1934. 

Mr. Apponizi1o. Do they contemplate keeping that on the books? 

Mr. Suaw. Well, it is a very touchy subject. You can’t get anyone 
to advocate the elimination of it. 

Mr. Ratns. You don’t have an income tax in Florida; do you? 

Mr. Suaw. No, sir. That is constitutionally prohibited. 
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Mr. Rains. And you have a $5,000 exemption on real estate. 

Mr. Suaw. On homestead real estate. 

Mr. Rats. Is the tax rate high on commercial structures and in- 
dustry and things of that type, or “not? 

Mr. Suaw. Under our new assessment, our average tax rate is about 
18 mills. It ran to 24 before the reassessment on the old roll. We 
were able to increase our tax revenue and reduce our rate through this 

reappraisal operation of the last 2 years. 

Mr. Ratns. You don’t have any sales tax of any type; do you? 

Mr. Suaw. Oh, yes; we have a State sales tax of 3 percent. 

Mr. Rains. Do you have a city sales tax ¢ 

Mr. Suaw. No, sir, that is prohibited. The only taxes of that 
nature that the cities share is a 5-percent cigarette tax which the State 
collects and returns to the cities in proportion to the amounts col- 
leced within their boundaries. 

Mr. Wipnatt. Is there also a veterans’ exemption on real estate? 

Mr. Suaw. That is only $500. 

Mr. Wipnatz. But that would be in addition to the $5,000? 

Mr. Suaw. That is right. 

Mr. Wipnatu. Does that increase the number that are exempt? 
When you mentioned the figure 26,000 dwellings being exempt, did 
that include those ? 

Mr. SuHaw. Yes. I can’t cite youthe number. There are some vet- 
erans’ exemptions which apply on personal property and property 
other than homestead. 

Mr. Wipnatw. As I understand it, then, those 26,000 homes, if they 
contain 1, 2, or 5 children, none of the owners would be paying for the 
education of their children; is that right ? 

Mr. Suaw. That is right, sir. 

Mr. Betts. The fact that there is a homestead exemption, would you 
say that that creates more need for Federal help ? 

Mr. Suaw. More need for Federal help? No, I don’t think so, sir. 
I think it requires more ingenuity in levying taxes and making up 
budgets. But I still think we can handle our own problems. 

Mr. Betts. You mean you think you could handle your own prob- 
lems without Federal help ? 

Mr. Suaw. Just what kind of Federal help did you mean, sir? 

Mr. Berrs. In the area we are inquiring about here—sewage 

Mr. SHaw. Community facilities? We put in our sewage-disposal 
system without aid of any kind. We have developed our water sys- 
tem without aid. Aid might be necessary in the unincorporated 
areas. J am talking about the cities, and particularly the city of 
Miami. 

Mr. Berrts. Is there much lack of revenue because of this home- 
stead exemption in unincorporated areas? 

Mr. Suaw. Oh, yes. The loss of revenue in the unincorporated 
areas is in greater proportion than in the cities themselves. 

Mr. Berrs. Do you think because of that there is a need for Fed- 
eral help in the unincorporated areas ? 

Mr. Suaw. I am not an expert on that subject, sir. I couldn’t say. 

Mr. McDonoveu. Mr. Chairman ? 

Mr. Rarns. Mr. McDonough. 
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Mr. McDonoveu. Mr. Shaw, what is the bonded indebtedness of 
the city of Miami? 

Mr. SuHaw. About $35 million of general obligation bonds at the 
present time. 

Mr. McDonovucu. What were those bonds floated for—what pur- 
D0ses ¢ 
Mr. Suaw. $16 million of them were for the sewage-disposal 
system. Only about $4 million today consist of refundings of the 
old boom-time debt through which we are still paying for dead 
horses—facilities that have long since been worn out. 

The remainder have been issued since the Second World War, and 
for sanitary sewers, storm sewers, streets, and sidewalks. 

Mr. McDonoveu. For these people that are exempt under the 
homestead act, they pay nothing on that bonded indebtedness at all? 

Mr. Saw. They pay nothing except taxes on the debt which was 
incurred prior to November 1934, or direct refundings of that debt. 
In Miami they are still paying on the refunded boom-time debt which 
will be entirely paid off in 1960. 

From that time forward, they will pay nothing on the first $5,000 
of valuation. 

In the county, they are paying, I believe, about 1 mill today out of 
the county’s thirty-odd mills. 

Mr. McDonovexr. Do you panticipate in the impacted school-dis- 
trict aid, Public Law 874, is it? 

Mr. Rats. Publications 815 and 874, which deal with the federally 
impacted school areas. 

Mr. Suaw. I have nothing whatever to do with the schools. That 
is a Separate agency in Florida. I-would rather you would ask one of 
the school officials as to just what that is. 

Mr. McDonoveu. When did you last float a bond issue in Miami? 

Mr. Suaw. We sold bonds in April of this year, $7,500,000 worth 
or general obligation bonds, and got the rather attractive rate at that 
time of 3.42. 

Mr. McDonovcn. What do you consider your capacity for bonded 
indebtedness here? How close to the capacity are you? 

Mr. Suaw. Legally we could issue another $90 million. There is 
a practical limit which is anybody’s guess when we reach it. We will 
know what the practical limit is when the market begins to tighten 
up with us. 

Mr. McDonoveu. Do you find that this $5,000 homestead exemp- 
tion is an attraction for people in other States to move to Florida? 

Mr. Suaw. It may have been, sir, but I believe that we would have 
developed without it. 

Mr. McDonoveu. Do you think you are getting some people from 
California out here? 

Mr. Suaw. That is entirely possible. 

Mr. Apponiz10. California has a little smog, too. 

Mr. McDonoven. That is only in one spot. 

Mr. Suaw. I was not going to touch upon that, sir. 

Mr. Barrerr. Mr. Shaw, may I ask you one question? Do you 
have a personal property tax here ? 

Mr. Straw. We do. We have a personal property tax which car- 
ries the same tax rate as real estate. It makes up a substantial part 
of our roll. 








26 COMMUNITY FACILITIES AND MORTGAGE CREDIT 


Mr. Rarns. Mrs. Sullivan ? 

Mrs. Suuiivan. I think he has answered the question I wanted to 
ask. There is only one thing I would like to enlarge upon. 

If there is such a homestead exemption, then should the community 
run into financial difficulties and reach a point where they needed 
some financial assistance, it would be a little facetious, wouldn’t it, to 
have to apply to the Federal Government with such a homeste: ader’s 
exemption in effect ? 

Mr. Suaw. I would think so. 

Mrs. Sutiivan. That is all I have. 

Mr. Rats. Did you say you paid 3.42 in April on your bonds? 

Mr. Suaw. Yes, sir. 

Mr. Rains. What was your last one before that ? 

Mr. Suaw. I don’t remember the rate on the immediately preced- 
ing issue. We have sold similar bonds as low as 1.72. 

Mr. Rarns. We have heard a recommendation that the Federal 
Reserve banks—which are under the jurisdiction of the Banking and 
Currency Committee—should be authorized to purchase municipal 
bonds, particularly for schools. 

Do you think this would be a good idea? I am thinking of the 
high interest rate on your April bonds when I ask you that question. 

Mr. Suaw. I don’t think it would be bad on general obligation 
bonds, and provided the issues which are accepted are carefully 
screened. 

Mr. Rarns. Oh, yes, of course. 

Mr. Berrs. In connection with bond interest rates, if municipali- 
ties were to borrow from the Government, if the Government is pay- 
ing 4 percent, do you think municipalities would be in a position to 
pay say 41, ? 

Mr. Suaw. Well, there have been other issues here—not city of 
Miami issues—but the county sold an issue recently at 414. There 
have been issues throughout the State ranging from 41% to a figure 
somewhat higher. 

That was another question that was suggested to me as to whether 
this market is preventing the borrowing of money for community 
facilities. I don’t think so. I think it is screening out the cats 
and dogs and sifting the wheat from the chaff, as it were. 

But every community that I know of has been able to borrow 
money, although the rates, of course, are higher than we have been 
enjoying in recent years. 

However, the rates that we are enjoying now, or rather not en- 
joying now, are similar to those which ‘existed before the extremely 
low rates which commenced in the early forties. 

Mr. Rats. Mr. Shaw, you must realize of course that we have to 
be concerned with those weaker communities that can’t do what 
Miami is doing. Not everybody is Miami, so we have to be consider- 
ate of those also in our studies. 

Thank you; you made a very good statement indeed. 

Mr. Suaw. Thank you very much, sir. 

Mr. Rarns. The next witness is Mr. Vincent J. DeMeo, Jr., presi- 
dent of the Home Builders Association of South Florida. 

Come around, Mr. DeMeo. Have a seat, Mr. DeMeo. Did I 
pronounce your name correctly ? 

Mr. DeMeo. That is correct, sir. 
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Mr. Rarns. I have before me here your statement. I notice that 
a considerable part of it is statistical. In view of our time problem, 
I think it would be wise for you to proceed with your statement and 
then summarize the statistics for us and let us ask you questions. 

We really would rather ask you a few more questions and it will 
take a little more time. 


STATEMENT OF VINCENT J. DeMEO, PRESIDENT, HOME BUILDERS 
ASSOCIATION OF SOUTH FLORIDA 


Mr. DeMxro. Would you rather have me skip over some of the sta- 
tistics ? 

Mr. Ratns. Yes, please. 

Mr. DeMeo. Just for the record, Mr. Chairman and members of the 
committee, my name is Vincent J. DeMeo. I am here appearing as 
president of the Home Builders Association of South Florida. 

I have been an active builder in the Greater Maimi area since 1945, 
so therefore I am familiar with some of the problems. I have been 
in the building business for over 25 years. 

It is certainly a pleasure to be here with you. I want to call atten- 
tion to the 1957 policy statement of the National Association of Home 
Builders. Our national association is quite concerned with this prob- 
lem. We certainly feel that what we must do is study the present 
and long-range needs of our urban areas. 

We need to determine the tools available, and need to provide the 
facilities, and three, we must stimulate other government, private in- 
stitutions, and general citizenry to recognize the need for positive 
action and cooperation. 

Builders, government, and all citizens must work together to. pro- 
vide for family needs within the community and the home in a man- 
ner that will promote and not deter homeownership. 

I want to say that a booming population has placed a tremendous 
responsibility on the shoulders of the Nation’s home builders. People 
create communities where all types of services are required at a 
greater rate than ever before in our history. A report in 1955 shows 
that we are spending just 40 percent of the money we actually need 
for community facilities. 

Mr. Rains. You mean the Government—everybody ? 

Mr. DeMro. Everybody—the total amount of money that is being 
spent. 

It is certainly no secret that our country, through its cities, is ex- 
panding at a phenomenal rate. Later on in 1956, our needs will be 
even greater. At that time we will be hit by the full impact of the 
war baby population. 

Pocamily the babies are born at the rate of 4.1 million yearly, 
and so on, until in 1965 we expect to have in this country over 193 
million people. 

Various surveys have indicated that families are becoming larger, 
and family income has also continued to climb. People are demand- 
ing larger homes and more conveniences. 

Mr. Cole, the Administrator of the Housing and Home Finance 
Agency, was down here a couple of years ago and he was talking to 
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the American Municipal Association right here in Miami. His ‘re- 
marks were that: 

The people of any city, without a comprehensive plan of action underway 
within the next 5 years at the latest will face municipal bankruptcy in 1965. 

T am sure that Mr. Cole would not have made that statement unless 
he knew what he was talking about. 

Mr. Rarns. I think he had a lot of support for his statement. I. 
think it is merited. 

Mr. DeMeo. I believe so. So it is certainly clear from what has 
been said that our country faces a rather serious problem. We are 
changing from a rural agricultural economy to an urban industrial 
economy, with most of our population concentrated in a relatively 
small number of metropolitan areas. 

Our situation here in the State of Florida can show the problem in 
sharper focus because of the area’s growth. 

We have increased our population from 916,000 in 1920 to over 
31% million in 1955. That figure represents an increase of about 20 
percent every 5 years. 

It is now estimated that Florida’s permanent population has risen 
above the 4 million mark. Since 1950 there has been a net immigra- 
tion to Florida at the rate of 2,000 persons a week. 

Mr. Barrerr. May I interrupt? Why is it only 1 percent of the 
builders build more than 100 homes a year? How do you account 
for that ? 

Mr. DeMeo. Of course, that figure represents what the situation is, 
If you are asking me to explain why it is, I can only say that there are 
very few builders who have the necessary financing and know-how to 
be large-scale builders. 

Mr. Barrett. Then it is trouble with finances rather than the con- 
struction of the buildings? 

Mr. DeMeo. I would say that that is a very complicated question 
and it would need a very long answer. If you are asking me whether 
or not financing is the only problem, I would say it is part of the prob- 
lem and a very large part of the problem. 

But I would like to come to that later on, if you don’t mind, Con- 
gressman. 

Our wonderful State of Florida is receiving national attention be- 
cause we are growing in the fields of manufacturing, aviation, indus- 
trial expansion, tourism, housing, and agriculture. 

Of course you are familiar with the growth that Florida has en- 
joyed. We were the only State in the Nation to build more homes 
in 1956 than in 1955. We increased our home building by more than 
10 percent here. 

ther States decreased from a minus 14 percent in Illinois to a minus 
34 percent in the kingdom of Texas. 

The average drop in the United States was a minus 18 percent. 

During the first 6 months of this year, according to our own Florida 
Development Commission, there were 386 new plants and expansions 
in our State, and we expect to employ in the lower east coast about 
7,000 people with these new plants coming into operation. 

People flock to Florida to stay permanently because of the jobs 
available. These people create communities where all types of com- 
modities and services are demanded at a greater rate than ever before 
in the State’s history. 
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Of course this explosive population growth has strained every 
attempt to provide community facilities. 

More than a quarter of our State’s population is made up of three 
counties in the so-called Gold Coast—Dade, Broward, and Palm 
Beach. Of course the growth of housing in these urban areas has led 
to the scarcity of suitable land. 

Because of the concentrated population in Miami, Fort Lauderdale, 
and West Palm Beach, most of the land within these cities has been 
used, and today’s growth is headed toward outlying areas. 

Very little ‘of the land within the boundaries of municipalities 
remains undeveloped for residential purposes. Growth has continued 
to such an extent that during the next few years most of the cities 
along the ocean will be one solid, continuous suburban area. 

Of course, with area growth comes the accompanying need for edu- 
cating the c hildren of our growing families. I have prepared for you 
some statistics concerning what our school situation is. If I have 
your indulgence, I would like to pass on—— 

Mr. Rats. It will be included in the record, along with your full 
statement. 

(The full prepared statement is as follows:) 


STATEMENT BY VINCENT J. DEMEO, PRESIDENT, HOME BUILDERS ASSOCIATION 
OF SoutH FLORIDA 


Gentlemen, it is a genuine pleasure to have the privilege of speaking to 
this group on what I believe is the most important single problem facing both 
the home-building industry and the cities and villages of our country. 

In its 1957 policy statement, the National Association of Home Builders points 
to the problem of community facilities : 

“The most important need for the long-range growth of our urban civilization 
and our rapidly expanding population is adequate provision of community facil- 
ities needed for modern family living. Communities are falling further and 
further behind in producing schools, streets, sewers and water and other facilities 
and are adapting palliatives which cause serious present and future difficulties. 
Every level of government must (a) study the present and long-range needs of 
our urban areas; (b) determine the tools available and needed to provide the 
facilities; and (c) stimulate other government, private institutions, and general 
citizenry to recognize the need for positive action and cooperation. Builders, 
government, and all citizens must work together to provide for family needs 
within the community and the home in a manner that will promote and not deter 
home ownership.” 

A ae population has placed a tremendous responsibility on the shoulders 
of the Nation’s home builders. People create communities where all types of 
services are required at a greater rate than ever before in our history. 

A 1955 report * shows that our present rate of expenditures are meeting just 
over 40 percent of our current needs. 

1 See the following: 


Annual | | 
average | 1954 activity | 1954 as per- 
to 1965 (in cent of need 
billions) | 
Schools 4.1 2.6 63.0 
Hospitals 2.2 . 65 29.7 
Water and sewer 2.5 | 1.2 40. 7 
Other 2.3 . 88 37.9 
Roads (local and State only) 9.2 | 3.5 37.6 
Total 20.3 8.8 45 


Source: Report by Milford A. Edwards, Requirements for State and Local Public Works Construction 
in May 1955 Construction Review issued by U. 8. Department of Commerce and U. S. Department of 
Labor. 
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It is no secret that our Nation through its cities is expanding at a phenomenal 
rate. Our needs for community facilities will be greater in 1965. Then we will 
be hit by the full impact of the war-baby population. Presently babies are born 
at the rate of 4.1 million yearly. Our present population is about 170 million. 
It has been estimated that it will be 179 million by 1960. By 1965 we will have 
over 193 million people in the United States. 

Various surveys have indicated that families are becoming larger and family 
income has also continued to climb. People are demanding larger homes and 
more conveniences. 

CITIES 


Here is an excerpt from an address by Mr. Albert M. Cole, Administrator, 
Housing and Home Finance Agency, to the American Municipal Association at 
Miami, Fla., on November 29, 1955. After raising the question as to whether 
urban areas will be able to provide the facilities for decent living, he goes on to 
state: “People of any city without a comprehensive plan of action under way 
within the next 5 years at the latest will face municipal bankruptcy in 1965.” 

It is clearly evident from what has been said that our Nation faces a serious 
problem. We are changing from a rural agricultural economy to an urban indus- 
trial economy, with most of our population concentrated in a relatively small 
number of metropolitan areas. 


FLORIDA’S GROWTH 


The local picture in the State of Florida presents the problem in sharper focus 
because of the area’s growth. In Florida population has grown from 968,000 in 
1920 to 3,580,000 in 1955. This represents an increase of 19.4 percent every 
5 years. 

It is now estimated that Florida’s permanent population has risen above 
the 4 million mark. Since 1950 there has been a net in-migration to Florida 
at the rate of 2,000 persons per week; 700 of these persons settle permanently 
in Dade County. 

Florida was the only State in the Nation to build more homes in 1956 than 
in 1955. We increased our home building by more than 10 percent. Other 
States decreased from minus 14 percent in Illinois to minus 34 percent in Texas. 
The average drop in the United States was minus 18 percent. 

In Dade County according to Dodge Reports there were 18,248 new dwelling 
unit contracts let in 1956, an increase of 11 percent over the previous year. 

Florida is receiving national attention, because of its growth in the fields 
of manufacturing, aviation, industrial expansion, tourism, housing, and agri- 
culture. 

For the first 6 months of this year, according to the Florida Development 
Commission, 386 new plants came into being in the State of Florida. Of this 
total, 96 were reported for Dade County, with an expectation of 5,500 new 
employees. Broward County had 34 of these plants with possibly 1,700 addi- 
tional employees. 

People flock to Florida to stay permanently because of the jobs available. 
People create communities where all types of commodities and services are 
demanded at a greater rate than ever before in the State’s history. 

This explosive population growth has strained every attempt to provide 
community facilities. 

Well over a quarter of Florida’s population is made up of three counties, 
Dade, Broward, and Palm Beach. The growth of housing in urban areas has 
led to the scarcity of suitable land. 

Because of the concentrated population in Miami, Fort Lauderdale, and West 
Palm Beach most of the land within these cities has been used and today’s 
growth is headed toward outlying areas. 

Very little of the land within the boundaries of municipalities remains un- 
developed for residential purposes. Growth has continued to such an extent 
that during the next few years most of the cities along the ocean will be one 
solid continuous suburban area. 

SCHOOLS 


With area growth comes the accompanying need for educating the children 
of our growing families. 

On the national scene the school picture is not a bright one. Here is an 
editorial from Life magazine dated September 10, 1956, which points to the 
pressing problem of providing classrooms in our schools. It states in part 
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that, “Prosperity has virtually doubled the birth rate from 2 million a year 
in 1941 to 1955’s alltime high of 4 million a year—result: A tidal wave of students 
is inundating already inadequate schools.” 

Typical of the approach of many newspapers is an article by Mr. Paul Herron, 
real-estate editor, Washington Post and Times Herald. It is headed “Com- 
munity Facility Problems Are at Everyone’s Door.” Mr. Herron points out 
that the future of today’s children depends upon what we do today. He goes 
on to point out that all too often the people in one part of a community care 
nothing for those in another part. Yet this apathy must be stopped and re- 
placed with some concerted plan of action unless we are willing to see the 
situation get completely out of hand. 

On the local level, following is information relative to schools in a report 
by the department of research and information, Dade County public schools, 
dated August 12, 1957: 

“When the enrollment of the Dade County public schools is compared to 
that of the public-school systems of the largest cities in the United States, 
we find that for the past 2 or 3 years our system has ranked among the 10 
largest school systems. 

“Our pupil population rank among the largest school systems is not surprising 
when we consider the phenomenal growth of Florida and particularly of Dade 
County during the past 10 years. While the total population of Dade County 
increased 42 percent between 1950 and 1955, the schools during the same period 
showed a 69-percent increase. Most of the school increase was due to an inmigra- 
tion of new families, but part of it was caused by the increase of births in our 
county, which jumped from 10,503 in 1950 to 15,400 in 1955, an increase of 47 
percent, 

The report continued, “At the same growth rate experienced during the past 
5 years, the schools can be expected to enroll about 200,000 pupils by 1960 when 
the population of Dade County is expected to reach the million mark.” 

In discussing the existing classroom shortages, the report pointed out that, 
“One of the biggest problems confronting our school system is that of providing 
adequate classroom space for all these pupils. * * * Each year for the past three, 
enough new pupils have enrolled to fill more than one new classroom every day 
of the calendar year. In 1944-45 there were 67 school centers in operation con- 
taining about 2,000 classrooms. * * * This September, 151 school centers will 
open on September 3, with a total of 4,023 classrooms or capacity for 120,690 
pupils. Thus with an expected enrollment increase of 10 to 11 percent, or some 
13,000 more pupils, the classroom shortage will stand at 510 rooms. * * *” 

Shortage in classroom space is provided through the use of about 400 portable, 
frame classrooms, and by double sessions and overcrowding in some areas. 


COMMUNITY FACILITIES 


Greater Miami, now struggling to establish efficient metropolitan government, 
finds the problem of facilities of greater concern day by day. We have the 
problem of private sewerage and water systems springing up around he county. 

In part, this entire problem has been created by a sharp upgrading of accept- 
able standards. Twelve years ago, septic tanks were accepted without question. 
Private water wells for human consumption were accepted by the county build- 
ing department so long as they were located 50 feet away from the nearest septie 
tank. 

Today, State and local health departments will not tolerate such a situation, 
and quite properly so. These improved standards are not only desirable but 
essential if we are to continue our concentrated urban pattern of living. Further 
complicating this entire picture is the sharp increase in the cost of developable 
land. Even though the home-building industry, plus the supporting materials 
industries, is a giant that represents almost a fourth of our national economy, it 
is seriously hampered by the increase in the cost of building sites. 

Dumping this problem into the lap of the home builders is not the answer. 
Home building is not the problem and the home builder is not the culprit. 

People and even more people are the problem. It is most unfair and unrealistic 
to place the burden of providing community facilities on the builder of a par- 
ticular subdivision. 

Contrary to a widely entertained view, home builders do not make exorbitant 
profits. This business, like any other, is highly competitive. Unfortunately, 
it has its share of business failures. Because it is true that the home builder 
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operates on a relatively small margin, any additional costs imposed upon him 
must of a necessity be passed on to the home buyer. 

Ten years ago it was not so difficult for home builders to absorb some com- 
munity facility costs, particularly water installations. Today the burden has 
multiplied manifold. Included in the lot cost is contributions for sewerage and 
water, higher construction standards for roads and swales, drainage structures, 
sidewalks, street signs, maintenance of streets, and subdivision improvements 
for a period of 1 year, and more complete engineering data before and after 
the work is done. Land cost has spiraled to affect the cost of the building site. 

The old rule of thumb that 10 percent of the cost of house should be in the lot 
is no more. A more normal estimate of cost in these days is 20 percent. 

It is quite clear by now that home builders do have a role in community 
development. 

In order to assess just what a builder should contribute, let us try to define 
what a builder is. 

A home builder may be an individual who develops large tracts of land. He 
may build hundreds of homes every year; he may be a custom builder who 
erecis 2 or 3 homes a year. Mr. Average Home Builder will construct about 20 
homes annually. Less than 1 percent of all builders will finish more than 100 
homes per year. 

It is quite generally agreed that the builder should provide those facilities 
needed to serve the subdivision being developed. For instance, he should furnish 
the 6-inch water main required, the sewer lateral necessary to service the home, 
and a street wide enough to service the traffic generated within the subdivision. 

Any additional requirements, such as trunk, water, or sewer main, or through 
streets which benefit more than the subdivision, should be paid for by the 
community at large. 

For example, the builder should not be compelled to install and pay for a 12- 
inch water main which will extend beyond his subdivision to service another 
area. It might be a good idea to install the 12-inch line, but the difference in 
cost between the 6-inch and the 12-inch line should be paid for by the community. 

If a street adjoins another tract of land, the property owner who benefits from 
this street should be made to pay one-half of the cost of this street. As it stands 
now, the reluctant property owner may sit back and have all the advantages 
accrue to him, in the way of streets, sewer, and water trunk lines. His property 
is enhanced at someone else’s expense. 

Homes are built to meet the needs and demands of the people. It is both 
unfair and unrealistic to expect new homeowners to shoulder most or all of the 
burden of the community facilities which benefit the entire community. 

Opinion has been expressed that because adequate community facilities don’t 
exist that builders should not be allowed to operate unless they are furnished. 
It would have been just as reasonable when the Mayflower came to this shore to 
have said, ‘““‘We have no sewerage and schools, go back.” 

Because of the lack of community facilities, homeownership is being denied 
to many Americans. Local governments, which either cannot or refuse to furnish 
them, are compelling builders to supply the community facilities required in their 
new subdivisions. These costs are, of course, loaded on to the price that the new 
homeowner must pay and, in many instances, effectively deny homeownership. 

Land with the necessary facilities is in short supply and its cost is constantly 
rising. Coupled with the loading of expense on the new homeowner is an 
attempt on the part of many communities to discourage building by increasing 
lot sizes and by unreasonably upgrading zoning requirements. 

While pursuing this shortsighted policy, most of these communities fail to 
realize that far from reducing costs they may well be increasing them. The unit 
costs of sewer and water service increases as the number of houses per acre 
decreases not only at the time of initial installation but also insofar as main- 
tenance is concerned. 

We sincerely believe that local government together with builders and all 
citizens have the capacity to meet this challenge and that it will do so if given 
the benefit of counsel and guidance. 

The problem is so huge that solving it will require the active cooperation of 
all the American people. It cannot be solved by assuming that the home builder 
can take on the additional burden by himself. All that this succeeds in doing 
is adding costs to the house not properly a part of that house cost. This expense 
in turn must necessarily be added to the sales price. The home builders of 
Florida want to cooperate in this problem but they cannot solve it by them- 
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selves. If the problem is not solved, the home builder will be driven out of the 
low-cost market. 

I am delighted that this committee, which has as the main focus of its attention 
the improvement of the housing conditions of the American people, has decided 
that this is one area that affects those housing conditions. I am not sure where 
the answers lie, but I do know that this committee is performing a public service 
in raising these very serious questions. It may be that some of the testimony 
before your committee will suggest additional Federal aid or funds. On this 
point, however, I can only repeat again that it would appear to me our commu- 
nities have not yet done all that they might do to solve their own problems. Your 
placing of the public spotlight on the problems will help all of us to find better 
answers. 

Thank you. 


Mr. McDonoven. Before we pass the school situation, let me ask 
you this: What are you doing to provide additional school facilities 
for this increased population ¢ 

Mr. DeMro. Of course we are keeping up pretty well with it as far 
as I can understand. If you will permit me, then, Congressman, I 
will not pass over it but I will read the situation on the schools. 

This information I have received from the department of research 
and information, Dade County public schools. It is dated August 12, 
1957. 

When the enrollment of the Dade County public schools is compared to that 
of the public school systems of the largest cities in the United States, we find 


that for the past 2 or 83 years our system has ranked among the 10 largest school 
systems. 


Our pupil population rank among the largest school systems is not surprising 
when we consider the phenomenal growth of Florida and particularly of Dade 
County during the past 10 years. While the total population of Dade County 
increased 42 percent between 1950 and 1955, the schools during the same period 
showed a 69-percent increase. Most of the school increase was due to an in- 
migration of new families, but part of it was caused by the increase of births 
in our county, which jumped from 10,503 in 1950 to 15,400 in 1955, an increase 
of 47 percent. 

In discussing the existing classroom shortages, the report pointed 
out that one of the biggest problems confr onting our school system is 
that of providing adequate classroom space for all these pupils. Each 
year for the past three, enough new pupils have enrolled to fill more 
than 1 new classroom every day of the calendar year. In the 1944 
to 1945 session there were 67 school centers in operation containing 
about 2,000 classrooms. This September, 151 school centers will be 
in operation with a total of over 4,000 classrooms, or a capacity for 
120,690 pupils. 

Thus, with an expected enrollment increase of 10 to 11 percent, or 
some 13,000 more pupils, the classroom shortage will stand at 510 
rooms. This shortage in classroom space is resulting in the use of 
about 400 portable, frame classrooms, and in double sessions and over- 
crowding in some areas. 

Mr. McDonovuau. That is Dade County you are speaking about? 

Mr. DeMeo. Yes, sir. 

Mr. McDonoveu. Just Dade County? 

Mr. DrMxro. Yes, sir, I am speaking of Dade County. 

Mr. McDonoven. Are these additional classrooms provided by a 
school assessment district? That is a tax on the people, isn’t it? 

Mr. DeMeo. Yes, sir, it is a tax as I understand it. We get some 
gasoline money back that the State sends us. We have county taxes 
and the State has a fund of some kind. 
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Mr. McDonoven. You mean you use gasoline money for educa- 
tional purposes ? 

Mr. DeMro. Part of it, yes, sir. 

Mr. McDonoveu. Does the State provide other money in addition 
to the gasoline money ? 

Mr. DeMro. I have a complete breakdown on where the school 
dollar comes from and how it goes out. If you care to have it, I 
would be glad to send you a copy of it. 

Mr. McDonoveu. I am curious to know what the basis for financing 
the schools is. 

Mr. DeMxro. The money comes from the State and the county. 

Mr. Rains. You may proceed. 

Mr. DeMeo. Greater Miami, now struggling to establish efficient 
metropolitan government, finds the problem of facilities of greater 
concern day by day. We have the problem of private sewerage and 
water systems springing up around the county. 

In part this entire problem has been created by a sharp upgrading 
of acceptable standards. Not too many years ago, septic tanks were 
accepted without question. Private w ater wells for human — 
sumption were accepted by the county so long as they were located 5 
feet away from the nearest septic tank. 

Today, State and local health departments will not tolerate such 
a situation and quite properly so. These improved standards are not 
only desirable, but essential, if we are to continue our concentrated 
urban pattern of living. Further complicating this entire picture is 
the sharp increase in the cost of developmentable land. Even though 
the home building industry, plus the supporting materials industries, 
is a giant that represents almost a fourth of our national economy, it 
is seriously hampered by the increase in the cost of building sites. 

Dumping this problem into the lap of the home builders is not the 
answer. Home building is not the problem and the home builder is 
not the culprit. 

People and even more people are the problem. It is most unfair 
and unrealistic to place the burden of providing community facilities 
on the builder of a particular subdivision. 

Contrary to a widely entertained view, home penne do not make 
exorbitant profits. This business, like any other, is highly com- 
petitive. Unfortunately, it has its share of Seainnes “falbires. Be- 
cause it is true that the home builder operates on a relatively small 
margin, any additional costs imposed upon him must of a necessity 
be passed on to the home buyer. 

Ten years ago it was not so difficult for home builders to absorb 
some community facility costs, particularly water installations. To- 
day, the burden has multiplied manifold. Included in the lot cost 
is contributions for sewerage and water, higher construction stand- 
ards for roads and swales, drainage structures, sidewalks, street signs, 
maintenance of streets and subdivision improvements for a period 
of 1 year, the posting of a bond for these subdivision improvements, 
and more complete engineering data before and after the work is done. 

Land cost has spiraled to affect the cost of building site. And in 
connection with that, I would like to talk about MPR’s for a moment. 
MPR’s as we know them, indicate minimum property requirements. 

Mr. Ratns. You are talking about the FHA and the VA programs, 
or are you talking about the city minimum property requirements? 
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Mr. DeMero. They all have to go together. I can’t separate them. 

What we are approaching is DPR’s—desirable property require- 
ments. And, in approaching desirable property requirements, we are 
slowly and surely eliminating the low-cost house from the market. 
When we talk about minimum property requirements, we ought to 
stick to it. After all, the purpose of legislation is to provide low-cost 
housing for the masses of the American people. And it is certainly 
desirable to have a larger lot, and it is desirable to have grass planted 
in the swale between the sidewalk and the street, and it is desirable 
to have sidewalks, and it is also desirable to have many of the other 
things. 

Mr. Rarns. Can you get it and keep it within the price range that 
a family of low income can pay ¢ 

Mr. DeMeo. I think you have hit it right on the head, Congressman. 

Mr. McDonovuen. Well, isn’t that a matter of price and catering to 
the demand of the public? For instance, a fellow that can’t affor rd a 
Cadillac doesn’t buy one. He buys a Ford or he buys a cheaper car. 

He doesn’t go out for the best. And if you build all of these desir- 
able things on a lot, you get a price for it. 

Mr. DeMeo. That’s true. But how many people can afford these 
desirable things? 

Mr. McDonoveu. Then you don’t build for that class. For the peo- 
ple that want a house to live in with minimum requirements, don’t 
you have a larger demand and a bigger market there ¢ 

Mr. DeMero. Yes, sir; but the point is, you either produce Cadillacs 
or you don’t produce anything at all, because lot cost is so high that 
you cannot build a low-cost home on that lot. 

Mr. Apponizio. Because of the so-called desirable property re- 
quirements that you speak about 

Mr. DeMro. That’s right, Congressman. 

Mr. Rarns. Go ahead. That is a very interesting point. 

Mr. DeMeo. The old rule of thumb that 10 percent of the cost of 
the house should be in the lot is no more. A ome normal estimate of 
cost in these days is 20 percent. 

It is quite clear by now that home builders do have a role in com- 
munity development. In order to assess just what a builder should 
contribute, let us try to define what a builder is. 

A home builder may be an individual who develops large tracts of 
land. He may build hundreds of homes every year. He may be a 
custom builder who erects 2 or 3 homes a year. Mr. Average Home 
Builder will construct about 20 homes annually. Less than l percent 
of all builders will finish more than 100 homes per year. 

Those are figures that we have arrived at through surveys. 

Mr. Apponizio. How many members do you have in your organi- 
zation ¢ 

Mr. DeMero. Locally or nationally ? 

Mr. Appontz1o. Locally. 

Mr. DeMero. Locally, we have about 400 members. 

Mr. Apponizio. Are they large builders, or small builders? 

Mr. DeMeo. There are all kinds. There are large tract builders 
who build 300 or 400 homes a year. We have some who build 100 
homes a year. We have some who build 10 homes a year, 2 homes ¢ 
year. We have some who build no homes a year. We have some that 
are sitting it out and waiting for things to get a little better. 
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Mr. McDonoven. Mr. DeMeo, do you consider your home-building 
problem, as a home builder I am asking you this question—in Dade 
County or southern Florida more difficult than in other parts of the 
United States ? 

Mr. DeMezo. I think our problem isn’t as bad as some other parts 
of the country. I can only go by the statistics. We are increasing our 
home building. But that is only because of the wonderful place we 
are living in and people like to come here. 

Mr. McDonoven. In other words, you speak about the increased 
cost of land. That applies to all heavily populated areas in the 
United States. It applies in California. 

The problems that you recite are pretty much the same problems 
out in California— the desir: mani the minimum requirements, the 
increase in population, the demand for more schools, this, that and the 
other thing that goes with a lot of people coming to one place. 

The thing I am trying to find out is if you have a unique problem 
here that any legislation that we can consider in Washington might 
relieve and thereby relieve the situation in other parts of the country. 

Mr. Rarvs. I would like to call your attention, Mr. DeMeo, to the 
fact that tomorrow we are going to have another home builder, one of 
your colleagues, who is going to talk on the very subject you are talk- 
ing about. Mr. DeMeo’s testimony is, by request, restricted to com- 
munity facilities. 

So if you wouldn’t mind, I would like to get him to go along with 
the community facilities and we will question his colleague tomorrow 
about other subjects. 

Mr. DeMro. Thank you. 

Mr. Apponiz1o. Before you start again, Mr. DeMeo, may I just say 
I was amazed by the statement that you made that you had increased 
your home building here in Florida while the rest of the country has 
decreased. 

Do you anticipate that this will be the situation in 1958? 

Mr. DeMeo. I hope so. 

Mr. Apponizio. Even in view of this administration’s hard-money 
policy and the difficulty of getting more credit ? 

Mr. DreMeo. As your chairman so stated, I would like to get into 
that. Ireally would. But I believe 

Mr. Rats. We will talk about that with our man tomorrow, if it 
is all right. 

Mr. McDonoven. Let’s include the banker’s problem on tight 
money, not the administration’s alone. There are two people involved 
in that. 

Mr. Rarns. Gentlemen, that’s the subject for discussion all day to- 
morrow, so let’s let the gentleman proceed now. 

Mr. Wripnatt. Might I just ask one question, Mr. Chairman, along 
that line? Isn’t it a fact that you have had more of a demand for 
homes here than they have had in many, many sections of the United 
States, and that is the reason you have been building more ? 

Mr. DeMro. We have always had a good demand for homes here, 
that’s true. 

Mr. Wipnatu. In some sections of the United States they are really 
overbuilt at the present time and homes have to be absorbed. 
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Mr. DeMxo. It may be that they have overbuilt a certain type of 
home. I don’t think you can ever overbuild a low-cost home. I 
believe you alw ays find a market for a lew-cost home. 

Mr. Rarys. You may proceed with your statement, Mr. DeMeo, 
Let’s get along. Weare running behind. 

Mr. DeMzo. It is quite gener rally : agreed that the builder should pro- 
vide those facilities needed to serve the subdivision being developed. 
For instance, he should furnish the 6-inch water main required, the 
sewer lateral necessary to service the home and a street wide enough 
to service the traffic generated within the subdivision. 

Any additional requirements, such as trunk, water, or sewer main 
or through streets which benefit more than the subdivision, should be 
paid for by the community at large. 

For ex xample, the builder should not be compelled to install and 
pay for a 12-inch water main which will extend beyond his subdivision 
to service another area. It might be a good idea to install the 12-inch 
line, but the difference in cost between the 6-inch and the 12-inch line 
should be paid for by the community. 

If a street adjoins another tract of land, the property owner who 
benefits from this street should be made to pay one-half of the cost 
of this street. As it stands now, the reluctant property owner may 
sit back and have all the advantages accrue to him in the way of 
streets, sewer and water trunk lines, and his property is enhanced at 
someone else’s expense, and you don’t even get “Thank you” out of 
them. 

To get back to the problem: Homes are built to meet the needs 
and demands of the people. It is both unfair and unrealistic to expect 
new homeowners to shoulder most or all of the burden of the com- 
munity facilities which benefit the entire community. 

Opinion has been expressed that because these community facilities 
don’t exist, that builders should not be allowed to operate unless 
they are furnished. It would have been just as reasonable when 
the Mayflower came to this shore to hs ave Si aid, “We have no sewerage 
and schools, you will have to go back.” 

Mr. McDonover. Who would have said that? 

Mr. Apponiz1o. They were running away from high taxes, weren’t 
they ? 

Mr. Barrerr. Mr. DeMeo, may I ask you this one question. Is land 
bought on a lease agreement ? 

Mr. DeMero. Land is usually bought out on a sales contract. 

Mr. Brrrs. When you say it is a community problem, I take it 
you are in favor of this countywide sewage and water programs? 

Mr. DeMro. Yes; I am. 

Because of the lack of community facilities, home ownership is being 
denied to many Americans. Local governments which either cannot 
or refuse to furnish them are compelling builders to supply the com- 
munity facilities required in their new subdivisions. 

These costs are, of course, loaded on to the price that the new 
homeowners must pay, and in many instances, effectively deny home 
ownership. 

Land with the necessary facilities is in short supply and its cost is 
constantly rising. Coupled with the loading of expense on the new 
homeowner is an attempt on the part of many communities to dis- 
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courage building by increasing lot sizes and by unreasonably upgrad- 
ing zoning requirements. 

While pursuing this shortsighted policy, most of these communities 
fail to realize that far from reducing costs, they may well be increasing 
them. The unit costs of sewer and water service increases as the 
number of houses per acre decreases, not only at the time of initial 
installation but also insofar as maintenance is concerned. 

We sincerely believe that local government together with builders 
and all citizens have the capacity ‘to meet that challenge and that it 
will do so if given the benefit of counsel and guidance. 

The problem i is so huge that solving it will require the active cooper- 
ation of all the American people. It cannot be solved by assuming 
that the home builder can take on the additional burden by himself. 
All that this succeeds in doing is adding costs to the house, not prop- 
erly a part of that house cost. 

This expense in turn must necessarily be added to the sales price. 
The home builders of Florida want to cooperate in this problem, but 
they cannot solve it by themse}ves. If the problem is not solved, the 
home builders will be driven out of the low-cost market. 

I am certainly delighted that this committee, which has as the main 
focus of its attention the improvement of the housing conditions of 
the American people, has decided that this is one area that affects those 
housing conditions. I am not sure where the answers lie, but I do 
know that this committee is performing a public service in raising 
these very serious questions. 

It may be that some of the testimony before your committee will 
suggest eadiiona) Federal aid or funds. _ this point, however, I 
can only repeat again that it would appear to me our communities 
have not yet done all that they might do to aetak their own problems. 
Your placing of the public spotlight on the problems will help all of 
us to find better answers. 

I thank you gentlemen very much, and if you have any questions I 
will try to answer them. 

Mr. Rats. Mr. DeMeo, you are a very informative and good wit- 
ness. 

Mr. DeMero. Thank you. 

Mr. Ratns. I would like to say this, that the great organization you 
represent, the National Association of Home Builders, while we don’t 
always share their view, as you can well understand, has been of great 
help to the Housing Committee over the years, in formulating plans 
and ideas. And besides that, I know that their primary purpose is 
to try to get a better, cheaper, and more reasonably priced home for 
the people of America. 

IT am sure you are doing a good job here in south Florida because it 
is evidenced around every place. 

Y - are right in one statement, that the only way the problem can 
ever be solved is by recognition of the importance of the problem and 
a unified effort on the part of Government from the Federal level 
clear through the city government in cooperation with the home 
builders and the general public. 

These gentlemen are real anxious apparently to ask you some ques- 
tions. I am going to ask them to keep the questions brief. I recog- 
nize Mr. Addonizio. 
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Mr. Apponiz1o. Mr. Chairman, I don’t have any questions to ask, 
but I just want to say in passing that I think Mr. DeMeo has made a 

very fine contribution, a fine statement, and it certainly will be help- 
ful to us in our deliberations when we get back to Washington. 

Mr. DeMeo. Thank you. 

Mr. Apponizio. Of course, for the information of the committee 
I just want it to be known that Mr. DeMeo comes from my Congres- 
sional District, and New Jersey’s loss is Florida’s gain. 

Mr. DeMeo. Thank you, Congressman. 

Mr. Rarns. Mr. McDonough ! 

Mr. McDonoucu. Mr. DeMeo. I think you have been a very valu- 
able witness. I appreciate your testimony, and I apprecite the many 
difficult and complex problems you have as a builder in Florida. 

As a matter of fact, as I said a moment ago, I think the problems 
are difficult for the builders all over the United States, because there 
is an increase in the cost of land. Actually the homes you have built 
in the last few years has enhanced the value of land. You have caused 
the increase yourself by your activities to a large extent. 

I think that I note in your statement—and you evidently quite 
firmly believe in the policy statement of the National Association 
of Home Builders which you read on the first page of your state- 
ment—the last paragraph reads: 

Builders, government, and all citizens must work together to provide for 
family needs within the community and the home in a manner that will pro- 
mote and not deter home ownership. 

I think that is a very important statement. In other words, you 
favor home ownership over public housing. 

Mr. DeMeo. Is there any doubt ? 

Mr. McDonoven. That means, Y es, you do. 

Mr. DeMeo. Yes, sir, most emphatic: ully so, Congressman. 

Mr. McDonoven. I certainly agree with that. “T think it is one of 
the substantial things in the economic fabric of this country, that we 
provide in every way possible a home for every family, that they can 
afford to buy and afford to pay for and afford to live in, in order to 
stabilize the citizenry of this country and to make them more con- 
scious of their responsibilities. 

You people have done a lot in that direction. You are still doing a 
lot. We want to help you. I appreciate what you have said to us this 
morning. 

Mr. DeMero. Thank you. 

Mr. Rats. Mr. McDonough, the question about that good state- 
ment you made is: Are we doing that, though? Are those people g get- 
ting those houses? That is what we are really concerned with. 

Mr. McDonovucu. That is right. We have got to find a way for 
them to get them. 

Mr. Ratns. Mr. Barrett? 

Mr. Barrerr. I just want to ask Mr. DeMeo if he favors the lease 
purchase plan in Miami. 

Mr. DeMeo. No, sir, we do not. 

Mr. Barrerr. That is all. 

Mr. Rains. Mr. Betts? 

Mr. Betts. When you say that in your opinion the communities 
have not done all that they might have done to solve their own prob- 
lems, do you include in that the unincorporated communities, too? 
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Mr. DeMro. I was referring there to the 25 or 26 municipalities 
that we presently have in Dade County. Of course that will be taken 
ever by the metropolitant government, but it is in the process of 
change right now. 

I was referring to the thinking. What we have had in the past 
have been water-tight compartments where the people in one com- 
munity didn’t care about what happened to the people in another 
community. If you were across son street from a municipality in an 
unincorporated area who had a water plant, you may or may not 
get water. But if you moved across the street into the city limits of 
the municipality, you could get water. 

If a builder bought a tract of land adjoining a municipality and 
the State board of health says, “You must have sewage disposal here,” 
and if the municipality has a sewage disposal plant, they are not per- 
mitted to go outside the boundaries of the municipality with the 
plant. 

So what do you do? You try to resell the land. You don’t build 
on it. 

Mr. Berrs. You think this metropolitan plan will help eliminate 
that problem ¢ 

Mr. DeMeo. I certainly hope so. 

Mr. Berrs. I think that is a helpful statement. 

Mr. Rarys. Mrs. Sullivan ? 

Mrs. Sunzivan. I would like to pursue for just a moment the lack 
of producing low-cost housing. I would like to ask you, Mr. DeMeo, 
what in your opinion is the answer for low-cost housing if the builder 
tends to ‘build the desired requirements into the home rather than the 
minimum property requirements, which I think could be built and 
should be built at a cost that the low-income families could afford. 

In other words, why couldn’t they build a substantial house; say a 
shell of a house without all the new gadgets to make the house more 
attractive for selling purposes, but which the low-income family 
can’t afford to buy. At least they could have and should have a choice 
to purchase a good, substantial house, to add to, and build on in the 
future, and as their income permits, then buy the appliances now 
being put in all houses now on the sales market. 

Mr. DeMezo. I think we can produce a good, comfortable, low-cost 
home if we changed our thinking on zoning requirements, for in- 
stance. For instance, why wouldn’t it be adequate to have a home on 
a 50- or 60-foot lot. Why do we have to have a 75-foot lot? Why 
do we need sidewalks completely around the block? Sidewalks are 
desirable, of course, but they add on to the cost of that site, and the 
recent regulation of our government agencies of solid sodding the 
swale—that is the area between the street and the sidewalk—the 
requirement now is to put solid grass there all the way up and down 
the width of the lot. It is very desirable; yes. 

Mrs. Sutitvan. I am thinking all over the country of the des- 
perate need for decent low-cost housing, especially for families with 
children. They can’t afford to go out and buy the housing that is 
being put up Solay. Therefore, they have to resort to buying some 
run-down property and then they can’t afford to fix it up so it eventu- 
ally becomes a slum. 
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I believe the thinking behind this whole program was to provide 
some sort of adequate, good, low-cost housing without all the fancy 
gadgets and appliances. That is what I hope we can develop in the 
near future. 

Mr. DeMeo. I agree with you. 

Mr. Rarns. Two quick questions and then we will be through with 
you, Mr. DeMeo. What do you think of the proposal that the savings 
and loan associations be permitted to make loans on undeveloped land, 
say up to 5 percent of their assets? Do you think that would help 
any ¢ ; 

Mr. DeMero. No, sir, I think that is a very dangerous practice. 
After all, the savings and loan associations have a trust with the 
people. They are taking care of their money, their life savings. In 
a sense, land development is a risky business. 

I don’t think that the savings of the American people ought to be 
on a speculative basis, so to speak. 

Mr. Rats. I will bet the chairman of my Banking and Currency 
Committee would like to have you testify. 

You said that you think community facilities are—and I agree 
with you—the problem of the community, the government, all the 
way down, and the people. 

Just this question: Would you favor a program of Federal aid 
through low-interest direct loans or grants, or possibly a combination 
of both loans and grants, in the field of community facilities, to help 
cities do those things that you say home builders and home buyers 
shouldn’t be required to dof Would that help to do the job or not? 

Mr. DeMero. Of course I am against running to the Government 
every time the wind blows in a little different direction. I think we 
have got to learn to do these things for ourselves first. 

Then, as a last resort, we should look for Government help. How- 
ever, I believe with the Government insuring program we could do a 
lot of good, as in FHA. 

Mr. Rarns. You would prefer, if it is practicable, a program of 
guaranteed loans rather than one of direct loans, I gather? 

Mr. DeMro. Yes. In that way it costs the Government nothing. 
They are merely insuring the loan. The community can go out in 
the bond market and sell the issue. It is Government-guaranteed. 
It is easy to sell. 

But I don’t believe the Government guaranty should be made to 
individual operators of the sewer plants, such as we have here. 

Mr. Rarns. No, I don’t believe that either. 

Thank you very much, Mr. DeMeo. 

Mr. Wipnatn. Mr. Chairman, one question along that line. Do 
you believe if the Government entered into a guaranty program for 
that purpose that it should be at a specific rate of interest, where 
actually the Government might be borrowing money at a higher 
rate of interest than they are putting it out to those who are installing 
the community facilities? 

Mr. DeMero. Of course, there you get into the financing part of it. 
It is going to further aggravate the availability of financing of the 
entire economy. That is a question that you are going to go into 
tomorrow. 

Mr. Rarns. Yes. Thank you very much. We appreciate your 
appearance. 
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Mr. DeMero. Thank you, gentlemen. 

Mr. Rarns. We are going to take a 3-minute recess. 

(A short recess was t taken. ) 

Mr. Rarns. The committee will please come to order. 

The next witness will be Mr. Lawrence W. Johnson, executive 
director of the Florida Water & Sewage Association. 

Come around, Mr. Johnson, and have a seat. 

We are glad to have you, Mr. Johnson. You have a prepared 
statement. You may proceed with it. 


STATEMENT OF LAWRENCE W. JOHNSON, EXECUTIVE DIRECTOR, 
FLORIDA WATER & SEWAGE ASSOCIATION 


Mr. Jounson. I should like to read part of it, Mr. Chairman. Be- 
fore I do, I would like to say that the problems which I will present 
here are based on a statewide situation, not just the Miami area. 

Mr. Rats. All right. 

Mr. Jounson. Also, I have no specific suggestions as to how these 
problems could be solved. I think this is more to inform the com- 
mittee of a rather unique situation which we have in Florida with 
respect to water and sewage plants. 

Mr. Rartns. We will be glad to hear from you. 

Mr. Jounson. Most of the privately owned water and sewage 
plants in Florida have been in operation for relatively short per iods. 
They provide community water and sewage facilities to areas which 
municipally operated plants are unable or unwilling to serve. 

Until a few years ago, it was possible for home builders to utilize 
individual wells and septic tanks to am these services and the 
use of such individual home facilities had come into wide use in 
almost every section of the State. 

As long as lot sizes were larger and lots located on higher land, 
individual wells and septic tanks were adequate and proper. As lot 
sizes became smaller and more concentrated, however, and as it be- 
came necessary to utilize lower or marginal land areas to accommo- 
date the rapidly increasing population and demand for homesites, the 
State board of health began to require that water be supplied from a 
community system. 

They further required that the system be under the jurisdiction and 
control of the State and that adequate community sewage treatment 
and disposal facilities be provided to protect the bacteriological qual- 
ity of the water supply. 

Presumably for the same reasons and at about the same time, the 
Federal mortgage guaranteeing agencies introduced regulations 
which made it necessary for builders to utilize community water and 
sewage systems in most developments before Federal Housing Au- 
thority of Veterans’ Administration insured loans could be approved. 

These regulations provided that the facilities must be designed, 
constructed, and placed in operation before the first dwelling unit was 
occupied. 

In 1953 additional regulations were issued by both of these agencies 
which required owners of private water and sewage companies to en- 
ter into trust agreements before areas served by them could be ap- 
proved for guaranteed loan financing. These agreements in the form 
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of trust deeds were intended to insure a continuity of satisfactory serv- 
ice over the life of the mortgages. 

The utility company under these agreements must “grant and con- 
vey” to a trustee “all of its right, title and interest.” As a result, 
financing from conventional sources became difficult, if not impossible. 

Subsequent regulations in the form of Federal Housing Authority 
Directive 1500, dated February 4, 1955, and its successor, Directive 
1521, dated March 24, 1955, imposed greater restrictions on the utility 
plantowner. Under these directives the proceeds from the sale of the 
plant or facilities or both must be divided among the property owners 
without regard to the owner’s investment and without consideration 
for the time, energy and operating moneys expended to keep the 
plants in satisfactory working condition. 

These restrictive regulations, of course, had the undesirable effect 
of discouraging private development of community type water and 
sewage fac ‘ilities. Many such projects already planned for Florida 
were delayed indefinitely or abandoned entirely. 

The resulting effect on home building became a problem in many 
areas. © onsequently in May of 1955 a committee from this associa- 
tion met with the Federal Housing Authority in Washington seeking 
a solution to the problem which would give adequate protection to 
the property owners and at the same time provide the necessary relief 
to the utility owner. 

We are informed that the suggestions made at this meeting were 
studied by the Washington officials of FHA and given consideration 
in their Directive 1574, dated December 14, 1955, which rescinded 
Directive 1500 and 1521, and which continues in effect at the present 
time. 

Directive 1574 was referred to the legislative committee of this 
organization for study. After careful consideration, this committee 
reported that the new directive offered little relief to the utility owner 
and that most of the restrictive provisions of the earlier regulations 
had been retained. This opinion is concurred in by most of the legal 
counsel representing the individual companies comprising our mem- 
bership, and this opinion was passed on to the FHA offices. 

On February 15, 1956, the membership of this association in general 
session in Orlando, Fla., directed its legislative committee to prepare 
a model form of trust agreement which would afford the property 
owner and the Federal mortgage insuring agencies the required pro- 
tection for the life of their mortgage, but at the same time eliminate 
unnecessary restrictions on the utility company. 

This agreement was prepared and has been presented to both the 
Federal Housing Authority and the Veterans’ Administration, with 
a request that it replace the existing regulations. There is one case 
of record in Florida where the Federal Housing Authority has adopted 
this new type of agreement which we have proposed. 

While the problems relating to trust agreements and related regu- 
lations are of paramount and immediate importance, favorable con- 
sideration by the FHA of our proposals with respect to trust agree- 
ments will by no means solve all of our problems, particularly those 
of interesting the capital necessary for new construc tion. 

Building a water and sewage treatment system is a considerable 
undertaking and requires a substantial investment. The invested cap- 
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ital remains entirely idle until the system has been placed in service 
and revenue becomes available from subscribers. 

Once the facilities have been placed in service, most of the capital 
still remains idle during the early stages of development, and much 
of it is idle until the design capacity of the plant is reached, if ever. 
As a result, financing with the conventional sources, such as banks, 
mortgage companies, insurance companies, et cetera, is difficult to say 
the least. 

Investments have been made with the knowledge that they will give 
no return for a long period of time. Substantial operating losses have 
been experienced and will continue until the number of homes in the 
areas served reaches a point of much greater concentration. 

In the meantime, the only opportunity to recover any of the invest- 
ment must come from the builders in the form of contributions in aid 
of construction—that is, payments to the utility owner by the builder 
or developer for hooking up to the facilities. 

Ve understand that Federal loan guaranteeing agencies have no 
authority at present to insure community fac ilities. Also, experience 
shows that land valuations by these agencies for the purpose of deter- 
mining loan values are usually based on the cost of septic tank and 
individual wells and construction costs which are not up to date. 

Continuing land appreciation in F lorida, and the rising costs of 
constructing community water and sewage facilities will prove these 

valuations insufficient to meet the costs which the utility-plant owner 
must pass on to the home builder in order to recover some part of his 
investment. 

In the absence of enabling legislation which would permit Govern- 
ment-insured loans on community facilities, increased valuation on 
land served by community systems would provide a means of supply- 
ing the capital required to support the building of the additional 
facilities so vital to the continuing need for additional housing in 
Florida. 

The Government is spending hundreds of millions of dollars in 
Florida in support of our national-defense program. Air Force and 
Strategic Air Command bases will employ thousands of personnel, 
service and civilian. It is reported that some 20,000 will be employed 
at the Homestead SAC Base. 

General Yates, commanding officer, Patrick Air Force Base, Brevard 
County, has stated that 3,500 to 4,000 additional homes will be needed 
in that area to house the personnel to be employed by the companies 
holding Government contracts in support of our guided-missile pro- 
gram. 

Northern industry has found that Florida offers ideal locations for 
expanded operations and new branch enterprises. Homes must be 
provided for this industrial expansion. Along with homes must come 
adequate facilities to supply water and sanitation. 

The plants which have been built by the privately owned utility 
companies are the most modern and up-to-date that can be provided. 
They are superior to most of the similar facilities now existing under 
municipal ownership in the State of Florida. 

Their location conforms to all local zoning requirements and good 
planning. They have been so constructed that they are an esthetic 
asset to the community, rather than an industrial eyesore. 
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Many of them compare in size to municipal plants serving popula- 
tion centers of up to 12,000 homes and have been designed for the most 
economical type of expansion to serve up to 50,000 homes. 

Unlike municipally owned or other Government-owned plants, 
private utilities pay taxes. Yet their rates compare favorably with 
those which prevail in the municipally owned plants. 

The owners and operators of these plants have the experience and 
the know-how to continue to serve their communities. Given relief 
from the restrictive provisions of present regulations and with addi- 
tional financing available, they are ready to assume the responsibility 
of providing these basic services to all of Florida. 

Mr. Rarns. Go back to page 3, Mr. Johnson, at the bottom of your 
page. I kind of lost track of what you were talking about in the last 
paragraph in which you say: 

In the absence of enabling legislation which would permit Government-insured 
loans on community facilities, increased valuation on land served by com- 
munity systems would provide a means of supplying the capital required to 
support the building of additional facilities so vital to the continuing need for 
additional housing in Florida. 

Just what are you saying there / 

Mr. Jonson. I don’t believe I said it very clearly in the para- 
graph. 

Mr. Rarns. I don’t quite understand what you mean. Are you 
talking about Federal enabling legislation ¢ 

Mr. Jomnson. Yes, sir. As I understand it, there is no Federal 
source for funds for a privately owned utility. 

Mr. Ratns. That is right. 

Mr. Jounson. The practice has been by the Federal loan guaran- 
teeing agencies—FHA in the main—to allow an increased valuation 
on that particular property if a community facility was there, and 
they are requiring such a community facility now in almost all of 
Florida. 

That valuation has not been sufficient to permit the builder or the 
developer to pass on enough money to the utility plant owner to make 
it worthwhile for him to construct the plant. 

Mr. Rarns. I see what you mean now. In other words, the valua- 
tion on that facility established by the FHA has not been sufficient 
to enable him to finance the plant ? 

Mr. Jounson. In my opinion that is true. 

Mr. McDonoven. Didn’t you say the valuation was low for the 
reason that the Federal agency was valuing those things on the septic 
tank basis rather than on the service of a large number of homes 
through another type of facility ? 

Mr. Jounson. If I made that specific statement, I shouldn’t have. 
The valuation that we think we get here in Florida is about enough 
to cover that type of individual facility. 

Mr. McDonovenu. However, the valuations you say by FHA on 
these community facilities is not sufficient for private capital to be 
interested in providing them ? 

Mr. Jounson. That’s true. 

_ Mr. McDonoven. So the burden of your remarks to us this morn- 
ing is fant te valuation by FHA for community facilities should 
»@ Increased ¢ 
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Mr. Jounson. No, sir. I hope that isn’t the value of my remarks 
to you. I am not in favor personally, and I don’t believe our people 
are in favor, of doing anything which is going to increase land costs 
to the ultimate user of that property, the homeowner. I was hoping 
I didn’t get into this contribution thing. Maybe I should. 

The utility plant owner contr acts with a developer to build : 
utility system, water and sewerage, for his development. When - 
makes that contract, he charges the developer X dollars per foot for 
those services, and that is contribution against the invested capital 
of the utility company in order to make it possible for him to build 
the plant. 

The developer, if he is not a builder, passes that cost on to the 
builder and I am sure the builder must certainly pass it on to the 
buyer of that property. 

So that kind of an arrangement is not what this committee is seek- 
ing, I am sure, and it is certainly not anything that we would con- 
done. But that seems to be the only way at the moment that these 
plants can be built. 

Mr. Rains. Let me ask you a specific question following that. 

Do you feel there is any necessity for Federal assistance in the form 
of construction loans for project development, including sewerage, 
water lines, and roads? What would you think of a program of a 
FHA-insured type loan for community facilities ? 

Mr. Jounson. Very definitely I think it would be an asset to addi- 
tional home building. 

Mr. McDonovuenu. I was trying to construe your meaning as Mr. 
Rains was, in this last paragraph on 3, in which you say in the 
absence of enabling legislation to permit Government-insured loans 
on community fac ilities, increased valuation on land served by com- 
munity systems and so forth. 

In other words, I construed what you mean to say was that the 
valuation by FHA was too low, and that it should be higher. If it 
is higher, it is certainly going to have to be passed on to the property 
owner. 

Mr. Jounson. That’s correct. 

Mr. McDonoveu. If it isn’t higher, you are not going to get the 
facility. 

Mr. Jonunson. I think that is a true statement, sir. 

Mr. McDonovueu. Insofar as the privately operated facilities are 
concerned, they have been successful even if they are taxpaying 
agencies. 

Mr. Jounson. I don’t believe I said any place in the statement they 
had been successful, sir. I think I said just the opposite, that the 
capital that is invested is remaining idle for a long time and that 
these companies are all operating with substantial losses and that 
that will continue for an indefinite time. 

Mr. McDonoveu. But still they are in the business? 

Mr. Jounson. Yes, sir. Most of them were in the business because 
they were originally in the developing business and it was the only 
way they could develop their property. 

There are some people who are only in the utility business now, 
but we can’t finance with bonds. We don’t have any revenue when 
we go in. 
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I should qualify that. I am not a building expert. I do nothing 
about building. I have spent my life in the utility business. But all 
the conventions il ways to finance the utility business which is from 
revenue in the main, are not here because this is strictly a projection 
until those houses get in and customers get on the line. 

Mr. Rarns. Any other questions? 

Thank you, Mr. Johnson. 

Immediately after Mr. Johnson’s statement, Mr. Reporter, in the 
record, I want inserted a directive from the Federal Housing Admin- 
istration dated December 14, 1955, No. 1774. The subject is Privately 
Owned Community Water and Sewerage Systems Valuation Consid- 
erations. 

(The document referred to follows :) 


{Section 203—Location Analysis Val. (13)] 


FEDERAL HousING ADMINISTRATION, 
WASHINGTON, D. C., December 14, 1955. 


(No. 1574—cancels Nos. 1500 and 1521) 


To: Directors of all field offices. 
Subject: Privately owned community water and sewerage systems—valuation 
considerations. 

Strict adherence to the past instructions relevant to the captioned subject has 
been impracticable. This is due to the variety of situations encountered and 
has had the undesirable effect of discouraging the development of community- 
type water and sewer facilities. Accordingly, Letter No. 1500 and the amend- 
ment thereto, Letter No. 1521, are rescinded, and the procedures set forth below 
are approved for use in the future with the understanding that, notwithstanding 
these instructions, any previous agreements with respect to the acceptance of 
other FHA aproved Trust Deeds are to be honored and continued in effect. 

Where utility services are not furnished by a Governmental authority or a 
Public Utility Company, privately owned community systems may provide a satis- 
factory substitute. These water supply and distribution systems, and sewage 
collection and disposal systems, incorporated in various forms, usually remain 
FHA’s subdivision processing. 

In a few instances in the past, the private operation of these systems, and 
their ultimate disposal for more than a nominal consideration to a public body 
or publie utility company has permitted the imposition of excessive total costs 
upon the home owner served by the facilities. The Trusteeship, together with 
sound engineering and construction of the facilities, usually assures continuous 
and satisfactory service at reasonable rates, but does not preclude a sale which 
might be disadvantageous to the home owner. 

The following instructions are designed to assure satisfactory service at 
suitable rates, but do not provide a guaranty against special assessments, charges 
to retire revenue bonds or other indebtedness that might be charged to the 
property owner at some future date. They will apply only to privately owned 
community systems as defined by the M. P. R.’s, except that they will not apply 
to systems owned and operated by an acceptable Property Owners Association. 

Hereafter it will be required to use the appropriate amended form of Trust 
Deed (water or sewerage) attached hereto (Appendix A), which contains 
important modifications. It is permissible to use in substitution for Paragraph 1 
of this form the paragraphs set forth at Appendix B attached hereto wherever 
the grantor prefers or your office requires that the Trust Deed contain a pro- 
vision for distribution among property owners of the proceeds resulting from 
subsequent sale. 

Where the Trust Deed discussed in the preceding paragraph is used without 
further modification it will be acceptable if your office is satisfied that the 
trustee is a responsible firm, that the description of the property in paragraph 
(A) of the Trust Deed is accurate and complete, that the charges set forth are 
ressonable, — that the trustee's fee is ressonsble, which will normally be 
approximately 5% and in no event in excess of 10% of gross receipts. The trus- 
tee should aeehons ibly be an FHA-approved mortgagee but may be any responsible 
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and well-established firm—(e. g., Title Company) in the community, which firm 
is acceptable to your office. When trustee is other than an approved mortgagee 
corporation there should be no identity-of-interest between the sponsoring group 
and the trustee. In those cases where additional Trust Deed amendments are 
proposed, or where the above-discussed conditions are not satisfied, the proposal 
is to be submitted to the Assistant Commissioner, Technical Standards, at these 
Headquarters for review prior to acceptance, except that you may pass upon 
changes in paragraph 6, excluding subparagraphs (a), (b), (¢c), and (d) with- 
out prior review by these Headquarters. 

The appraisal process will give consideration to whether or not the Trust Deed 
contains the provision for distribution to the property owners of proceeds result- 
ing from a subsequent sale by the Trustee (Appendix B). All preanalysis and 
preapplication negotiations had with the sponsor relative to this point are to be 
recorded in the subdivision file and used as processing data. 

The assurance of satisfactory service, at reasonable rates, without the possi- 
bility of a future charge to pay for the utility systems, will result in a market 
price of site and a value in fee in the greatest amounts, consistent with compari- 
son with other sites and properties in the locality. Conversely, the contingency 
of future assessments will undoubtedly be reflected in lower market price of site 
and value of properties in fee. 

In addition to this modified Trust Deed, effective protection of the interests 
of the homeowner and this administration must be assured by intensification of 
your efforts to see that the outstanding requirements for thorough review of 
design and inspection of construction of privately owned community systems are 
fully complied with. It is imperative that all offices follow outstanding instruc- 
ticns on these matters. 

Very truly yours, 
(Signed) Cares E. SIGETy, 
Deputy Commissioner (Commissioner’s Clearance No, 3852). 


Attachments—128713. 


APPENDIX A (WATER) 





(Water—1953 (amended) ) 


TRUST DEED 


This Trust Indenture, made this ____ day of ______, -___, by and between 
-...----..--, a corporation organized and existing under and by virtue of the 
weet the State of .3.............. , (Hereinafter called “Grantor” or “Party of 


the First Part’), and —__-- _..... (FHA Approved Mortgngee), Trustee, a 
corporation duly chartered, organized and existing under and by virtue of 
the laws of the State of __.________ (hereinafter called “Trustee” or “Party of 
the Second Part”). 

WITNESSETH : 


| 


That whereas —______-_-- _. is now the owner of property known as __-_-- 
sanctinieaiae , located in or near the City of _._-____._____, County of wi . 
eee Ue see , Which property is being improved and developed by the 


construction of dwellings thereon; and 

Whereas, Grantor is the owner of certain property, (hereinafter more par- 
ticular y described) upon which there is located a well or wells and a plant, 
together with distribution facilities (hereinafter referred to as “water system”), 
for the purposes of supplying water to all properties connected or to be con- 
nected to the said water system; and 

Whereas, the Federal Housing Administration will not accept for insurance, 
and the Veterans’ Administration will not guarantee or insure, mortgage loans 
coverin’ the separate properties and improvements built or to be built thereon 
without receiving assurances as to the continuous and satisfactory operation 
of the said water system; and 

Whereas, such improvements and development of the properties and tho 
future financing and sale of the properties is contingent upon the insurance of 
said mortgage loans by the Federal Housing Administration or the gnaranty 
or insurance of said mortgage loans by the Veterans’ Administration: and 

Whereas, it is the intention and purpose of the Grantor that such water 
system shall be used and operated to provide an adequate supply of water for 
each of the properties connection thereto, regardless of the ownership of the 
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individual properties, and properly to maintain an adequate water supply for 
domestic consumption for the occupants of said properties, and to assure the 
continuance of the operation and maintenance of such water system for the 
benefit of the present and future owners of the properties connection thereto, the 
mortgagees holding mortgages covering such property, and the Federal Housing 
Administration and Veterans’ Administration. 

Now, therefore, for and in consideration of the undertakings of the Grantor 
to provide and assure the maintenance and operation of the water system as 
aforesaid and the further sum of One Dollar ($1.00) Lawful money of the 
United States cash in hand to Grantor by Trustee, the receipt whereof is hereby 
acknowledged, the Grantor does hereby grant and convey to the purty of the 
second part, as Trustee, the following property, to wit: 

(A) All of its right, title, and interest in and to the following described real 
property : 

(Complete description of property upon which water system is located to be 
inserted in this space). 

(B) The well or wells, plant, chemical treatment facilities, storage and dis- 
tribution facilities, including the water mains and lateral lines, heretofore con- 
structed or to be constructed, including all easements incident to the owner- 
ship and operation of said water system. 

Further, the Grantor hereby warrants that there are no existing encum- 
brances, liens, or other indebtedness to the title of the water system conveyed 
hereunder other than the following: 

And warrants that the above encumbrances, liens, or indebtedness (if any) have 
been subordinated to this conveyance and are subject to this Trust Deed. 

This conveyance is upon the trusts and for the purposes following, to wit: 

1. This grant is for the benefit of the present and future owners of all and 
each of the properties now or hereafter connected to the said water system, as 
well as the holders of the mortgages covering each of the said properties, and 
Trustee shall hold the title to the property granted by this indenture until either 
(a) the water system is taken over by either a Governmental authority or a public 
utility (regulated and controlled as to rates and services by a duly constituted 
public regulatory body or commission) for maintenance and operation, or (b) 
other adequate water service is provided either by a Governmental authority or 
public utility (regulated and controlled as to rates and services by a duly con- 
stituted public regulatory body or commission) through means other than the 
operation of water system and facilities now transferred to the Trustee herein. 
Upon the happening of either of such events at a time when the Grantor is still 
operating and managing the water system in accordance with the terms and pro- 
visions hereof, the Trustee shall immediately reconvey the property to the 
Grantor, its successors or assigns, and this indenture shall be of no further 
effect. 

2. The Grantor shall supply at all times and under adequate pressure for the 
use of each of the properties duly connected to the said water system, a sufficient 
quantity of water to meet the reasonable needs of each of the properties duly 
connected to said water system. Such water shall be of the quality and purity 
as shall meet the standards recommended by the Public Health Service Drinking 
Water Standards, promulgated by the United States Public Health Service, 
Federal Security Agency, February 5, 1946, and the water shall be treated in 
the manner necessary to assure its being of the quality and purity recommended 
in the above-mentioned Standards and also so as to produce water without 
excessive hardness, corrosive properties, or other objectionable characteristics 
making it unsafe or unsuitable for domestic use or harmful to any or all pipes 
within and/or without the dwellings. Records of any and all tests conducted 
in connection with said system shal be kept as permanent records by the Grantor 
and said records shall be open to inspection by the State Board of Health of the 
State of and the owners of the properties connected to the said 
water system. The said Board of Health and/or its agents shall at all times 
have access to the pliant of the Grantor to conduct any and all tests as said 
Board shall consider necessary to determine compliance with the said Standards; 
in any event, the Grantor shall have said analyses made at least quarterly and 
shall pay all costs in connection therewith. In the event said Board shall deter- 
mine that the quality and purity of the water does not meet the said Standard, 
the Grantor shall with reasonable dispatch at its sole costs make any adjust- 
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ment, repair, installation or improvement that shall be necessary or recommended 
by said Board to bring the purity of the water up to the said Standard. 

3. The Grantor shall maintain said water system at all times in good order 
and repair so that satisfactory service as aforesaid may be supplied to each of 
said properties as provided in paragraph 2 above. 

4. Until the happening of one of the events set forth under paragraph num- 
bered 1 above: Should Grantor fail to operate and manage the water system, in 
the manner and under the conditions specified in paragraphs numbered 2 and 3 
above and should Grantor fail, after notice in writing from the Trustee, to 
correct such failure with reasonable dispatch, then Trustee shall have the right 
to immediate possession of the water system for the purpose of operating and 
maintaining the same, and the right to hold, use, operate, manage, and control 
the same either itself or by or through any of the agencies or parties fur whose 
benefit this trust is created and it may take possession thereof for the purpose 
of operating the same, and in that event, the Trustee or the entity operating the 

water system in its behalf or in the behalf of any of the beneficiaries of this trust, 
shall be subrogated to all rights of the Grantor to levy and collect a charge against 
each customer at rates not in excess of those specified in paragraph numbered 6 
herein. 

5. In the event the Trustee takes possession of the water system pursuant to 
the provisions of paragraph numbered 4 or paragraph numbered 6, the Grantor 
shall have no further right, title, or interest in or to the water system or other 
property granted by this indenture and shall not be entitied to any portion of the 
proceeds resulting from any sale of such system or property; but the Trustee 
shall have the right to transfer such system to a Governmental authority upon 
such terms or conditions as may be approved by the Trustees and the owner or 
owners of a majority of the properties connected to the water system. 

6. The Grantor reserves the right to levy and collect a charge for ____._____- 
furnished and consumed by the occupants of each of the properties connected in 


the amount of $__________ I aac NS | a eran gallons per 
eintteiine sated consumption, payable in advance on ~......~.......... A ~.....-u.- 
discount will be allowed if paid within _________-_ days after same is due. Serv- 


ice shall be charged on a pro rata basis from the date the service is estab- 
lished at the request of the consumer to the date of its discontinuance. The 
Grantor shall have the right to install on each of the individual properties a 
water meter to be maintained by the Grantor, through which all water supplied 
to the consumer or consumers shall pass and to which the Grantor shall have 
access at reasonable times for the purpose of taking meter readings and keeping 
said meter in repair. In the event the consumer shall have used in excess 


le cli a eeatetAE TIN TI eines , the Grantor may charge for any such excess 
at the following rates: 

pea a io cents per thousand gallons for the next __________ thousand 

I SI I cents per thousand gallons for the 

Ts arte satinenialscSecnce thousand gallons used per —_~_- taeogseed ciate scadiateghy ORG 

per thousand gallons for the next _________- thousand gallons used per 


(a) It is agreed between the parties hereto that for the first year of operation 
of the water system the above rates.shall be deemed reasonable. 

(b) The Grantor shall maintain accurate books relative to the water system. 
Such books shall be available for inspection by a person or persons designated 
in writing by the Trustee or designated in writing by not less than one-third 
of the beneficiaries of this Trust; provided, that the continuing right of inspection 
hereby created shall be exercised only at the place where such books are cus- 
tomarily maintained in ____ ~--...--.-..-..; that such right of inspection 
shall be exercised during usual business ‘hours, after reasonable notice and in 
such a manner as not to hamper unduly or interfere with the conduct of the 
Grantor’s business. 

(c) Changes in rates may be proposed by the Grantor and by the said bene- 
ficiaries. If within 90 days after notice to the Trustee and to the beneficiaries 
of a rate change proposed by the Grantor not more than one-third of the bene- 
ficiaries of this Trust shall have signified in writing their opposition to such 
proposed rate change, the Grantor may forthwith establish such new rates which 
shall be deemed reasonable pending the accumulation of experience to show such 
new rates to be unreasonable. If more than one-third of the beneficiaries signify 
in writing their opposition to a rate change proposed by the Grantor, or if more 
than one-third of the beneficiaries proposed in writing a rate change which the 
Grantor opposes, and the parties cannot reach an agreement by negotiation 
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within 30 days, then the matter shall be referred to a board of arbiters, who 
shall be designated as follows: The Grantor shall designate an arbiter, the 
beneficiaries shall designate an arbiter and the two arbiters thus selected shall 
choose a third arbiter. The decision of the board of arbiters as to the reason- 
ableness of rates shall be final upon the parties hereto. All costs of arbitration 
shall be paid by the losing party or parties. The duly elected officers of a citizens’ 
or property owners’ association comprised of the beneficiaries, or the members 
of a committee duly appointed by such officers, shall prima facie represent more 
than one-third of the beneficiaries. 

(d) Should the Grantor charge rates for water service in excess of reasonable 
rates, as herein above defined, then the Trustee shall notify the Grantor of such 
over-charge by registered mail. Should the Grantor thereafter fail or refuse 
to establish and maintain fair and reasonable rates, as herein above defined, 
within the period of ninety (90) days, the Trustee shall have the right to im- 
mediate possession of the water system for the purpose of furnishing water 
service at fair and reasonable rates and the Trustee shall have the right to 
hold, use, operate, manage and control the water system, as set forth under 
paragraph numbered 4 above. 

7. Notwithstanding any other provision of this trust deed, any creditor of 
record of the Grantor shall have a reasonable period of time to correct any 
default hereunder prior to the taking over of the property by the trustee. 

8. If it should become necessary at any future time for the Trustee or any 
entity acting in its behalf or any beneficiary under this trust indenture, to take 
over, operate and manage the water system under the provisions of this trust, 
then and in that event, the operator of such system shall be entitled to a Trustee’s 
fee payable from the income of the water system at a rate not in excess of ____% 
of the gross charges collected by such Trustee, provided that such Trustee’s fee 
may be increased with the approval of the owner or owners of seventy-five (75) 
percent of the properties connected to the said water system. 


Sip SORES  WOTOOR ok ok cen ecg cccmnenthtns , the Grantor, has caused 
these presents to be executed in its behalf Wo ie a es , its 
President, and its corporate seal to be hereunto affixed and attested 
BF: ate eats dota seend cls o Wh le biel ele and the 
sla oii Sch ete cork cen ib Apna Ni be Se Sah os vc , the Trustee herein named, has caused these 
presents to be executed by —_--- iagpiialin Ching ciple tical catch its President, and its 
corporate seal to be affixed and attested by Bi Salle Sule ties chien aac ah ih 
day and year first hereinabove written. In entering into the agreement contained 
herein and executing this Trust Indenture, ______- poe sits ohio ihc. 


for itself as Trustee and as representative of and by authority of all persons, 
firms, corporations, or entities which are or may be beneficiaries under the trust 
thereby created. 


Attest: 
a a a a a oe a ea, ._ Trustee 
Be Bcd Sra es i a 
96350 R. 9/55. 


APPENDIx B 


1. This grant is for the benefit of the present and future owners of all and each 
of the properties now or hereafter connected to the said _--__-____________- ee 
system, as well as the holders of the mortgages covering each of the properties, 
and the Trustee shall hold title to the property granted by this indenture until, 
as provided below, the indenture shall be of no further effect. 

(a) The Trustee shall transfer the -.__..-_____-~ -..-_.. system, facili- 
ties, and other property granted by this indenture to a Governmental authority 
or to a public utility company controlled by a State Public Commission or similar 
body which undertakes to operate and maintain the _.._------____________- 
system (1) at the request of, and upon such terms and conditions as may be 
approved by, the owner or owners of a majority of the properties connected to 
Ce ee _... system, or (2) upon the issuance of a judicial 
decree requiring suc ch transfer. The Grantor shall have no rights with respect 
to such transfer of the system, facilities and property, and shall not be entitled to 
any portion of the proceeds, if any, resulting from such transfer. The term 
“transfer” as used herein shall include, but is not limited to, transfer by sale 
or as the result of condemnation proceedings. Immediately upon such transfer 
this indenture shall be of no further effect. 











52 COMMUNITY FACILITIES AND MORTGAGE CREDIT 


(b) In the event other adequate ___.________._-____-___~_ service is provided 
by Governmental authority through means ~ other than the operation of 
Gs Site hs. s _..... system and facilities transferred to the Trustee 
herein, the provisions s of this indenture relating to the operation and maintenance 
OR ee aaa eit hn _..... System shall be of no effect; but the Trustee 


shall, under such circumstances, dispose of the system, facilities and property 
covered by this indenture upon such terms and conditions as may be approved 
by the owner or owners of a majority of the properties connected to 
IP isc daieieenicn _..._.. system. The Grantor shall have no rights with 
respect to such disposition of the system, facilities and property, and shall not 
be entitled to any portion of the proceeds, if any, resulting from said disposition. 
Immediately upon such disposition of the system, this indenture shall be of no 
further effect. 

Mr. Rains. I guess you have a copy of that, haven’t you? 

Mr. JoHnson. Yes, sir. 

Mr. Wipnatt. Has there been a change since then? As I under- 
stand it, FHA has changed its proc edure. In one case now you are 
going ahead with. an entirely different setup than under that directive. 

Mr. Jounson. I have copies of the proposed agreement which we 

; : : k 
drew and which has been acceptable to the FHA in one case which I 
have discussed, which I will be glad to leave with the committee. 
However, this is not a directive of the FHA. 

Mr. Wipnatu. I understand that. It has been approved ? 

Mr. Jownson. Yes, sir. 

Mr. Ratns. Do you have any objection if we include this agreement 
which you say has been approved in one instance, which is a variation 
of the directive, inthe record also? 

Mr. Jonnson. [ have no objection, sir. 

Mr. Rarns. Also in the record, then, will go a third-party benefici- 
ary agreement. 

(The document referred to follows :) 


AGREEMENT 


This Agreement made this ___-___-____-__-_ I ache an ec 
aac naornnnasicniniocia’ has Soins ratchet Se agen aae aera 
a Florida corporation, First arty (hereinafter called “C ompany’ *") and 


(FHA Approved Mortga zee), a ‘corporation only, chartered, organized and exist- 
ies toe Laws OF Wk (hereinafter called “Representative’”’). 


WITNESSETH 


Whereas the Company is now the owner of the property in —___- iicialese ab kacaraainiaaia 
County, Florida, described in Schedule “A” attached hereto, upon which there 
is being constructed by the Company and will be located a central water plant 
and a sewerage treatment plant and 

Whereas the Company hereby warrants that there are no existing encum- 
brances, lines, or other indebtedness to the title of the water system and/or 
sewerage system covered by this Agreement, other than the following: 


and warrants that the above said encumbrances, liens, or indebtedness (if any) 
have been subordinated to this Agreement and are subject to this Agreement: 
and 

Whereas the Company intends to construct, operate and maintain said water 
distribution plant and sewerage treatment plant for the purpose of supplying 
water and sewerage collection and disposal service to buildings, residences and 
other improvements located in areas and subdivisions adjacent to or in the 
vicinities of said property and for that purpose will construct, lay and maintain 
water storage and distribution facilities, water and sewerage mains, lateral lines, 
manholes, pumping stations, and all other facilities and appurtenances necessary 
to maintain an adequate water supply for domestic consumption for the occu- 
pants of such buildings, residences and other improvements in said areas and 
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subdivisions and also necessary for the purpose of supplying sewerage collection 
and disposal service to such buildings, residences and other improvements; and 

Whereas it is contemplated that the buildings, residences and other improve- 
ments to be served by the water system and/or sewerage system of the Company 
will be located on properties in said areas or subdivisions which will be security 
for mortgages given to various lenders, including the Representative, which 
mortgages may be insured under the National Housing Act and/or guaranteed 
under the Servicemen’s Readjustment Act of 1944, as amended; and 

Whereas the Representative is a lender which has made or is about to make 
mortgage loans to the owners of the properties described in Schedule B at- 
tached hereto, being an area and property in the vicinity of the property of 
the Company, and which will be served by the central water and/or sewerage 
systems of the Company ; and 

Whereas one of the inducing factors to the granting of mortgage loans on 
properties, buildings, residences and other improvements in the areas to be 
served by the water and/or sewerage systems of the Company by the Repre- 
sentative and other lenders and the insuring thereof under the National 
Housing Act and/or Servicemen’s Readjustment Act of 1944, as amended, is 
that there will be continuous operation and maintenance according to approved 
standards of the water supply and/or sewerage collection and disposal system 
of the Company, and that rate charges by the Company for its services will 
be reasonable, and the Company is desirous of assuring that its rates will be 
reasonable and also assuring the continuance of the operation and mainte- 
nance of said water supply system and/or sewerage collection and disposal 
system, for the benefit of the present and future owners of properties, build- 
ings, residences and other improvements, and mortgagees holding mortgages 
covering such buildings, residences and other improvements, including the 
Representative ; 

Now, therefore, for and in consideration of the reliance upon this Agreement 
by the Representative and by present and future owners of buildings, residences 
and other improvements to be served by the water and/or sewerage collection 
and disposal systems of the Company, and by mortgagees (who will make and 
hold mortgage loans on such buildings, residences and other improvements) 
and by the Federal Housing Administration and Veterans’ Administration in 
insuring or guaranteeing respectively such loans, the Company and the Rep- 
resentative do hereby covenant and agree as follows: 

Section 1. (a) This Agreement is made not only with the Representative in 
its individual capacity but also as the representative of and for the benefit 
of the present and future owners or occupants of all and each of the prop- 
erties, buildings, residences and other improvements which are now or may 
hereafter be served by the water distribution system and/or sewerage collection 
and disposal system of the Company as well as the holders of any mortgage 
or mortgages covering any of such buildings, residences and other properties 
and improvements. 

(b) Any person, firm, association, governmental agency or corporation, (1) 
served by the water or sewerage systems of the Company, or (2) holding any 
mortgage on any property connection to the said systems or either of them, is 
hereby granted the right and privilege, and is hereby authorized, in its own 
name and on its own behalf or on behalf of others for whose benefit this 
Agreement is made, to institute and prosecute any suit at law or in equity 
in any court having jurisdiction of the subject matter, to interpret and enforce 
this Agreement or any of its terms and provisions, including but not limited to 
suits for specific performance, mandamus, receivership and injunction. 

Section 2. The Company covenants and agrees: 

(a) The Company shall supply at all times and under adequate pressure for 
the use of each of the properties duly connected to its water system a sufficient 
quantity of water to meet the reasonable needs of each of the properties duly 
connected to said water systems. Such water shall be of the quality and purity 
as shall meet the standards recommended by the Public Health Service Drinking 
Water Standards, promulgated by the United States Public Health Service, Fed- 
eral Security Agency, February 5, 1946, and the water shall be treated in the 
manner necessary to assure its being of the quality and purity recommended in 
the above-mentioned Standards and also so as to produce water without excessive 
hardness, corrosive properties, or other objectionable characteristics making it 
unsafe or unsuitable for domestic and ground use or harmful to any or all pipes 
within and/or without the buildings, residences, and other improvements. Rec- 
ords of any and all tests conducted in connection with said system shall be kept 
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as permanent records by the Company and said records shall be open to inspec- 
tion by the State Board of Health of the State of Florida and the owners of 
the properties in the subdivisions. The said Board of Health and/or its agents 
shall at all times have access to the plant of the Company to conduct any and 
all tests as said Board shall determine necessary to determine compliance with 
the said Standards and characteristics. In any event, the Company shall have 
said Board make such analysis at least quarterly and the Company shall pay 
all costs and expenses in connection therewith. In the event said Board shall 
determine that the purity of the water does not meet the aforesaid Water Stand- 
ards, the Company shall immediately at its sole cost and expense make any 
adjustment, repair, installation or improvement to its facilities that shall be 
necessary or required or recommended by said Board to bring the purity of the 
water up to the said Standards. 

(b) The Company shall provide at all times for each of the buildings, resi- 
dences, and other improvements constructed in the areas and subdivisions served 
by the sewerage systems of the Company sewerage service adequate for the safe 
and sanitary collection, treatment, and disposal of all domestic sewage from said 
buildings, residences, and other improvements. The Company further shall oper- 
ate and maintain the sewerage system, including the sewage-treatment plant, 
in a manner so as not to pollute the ground, air or water in, under, or around 
said areas or subdivisions with improperly or inadequately treated sewage, or 
with noxious or offensive gases or odors. The Company further agrees to oper- 
ate the system in accordance with regulations and recommendations of the State 
Board of Health and to produce an efiluent of a quality satisfactory to the State 
Board of Health and any and all other public authorities having jurisdiction 
over such matters. Records of any and all tests conducted in connection with 
the system shall be kept as permanent records by the Company and said records 
shall be open to inspection by the State Board of Health of the State of Florida 
and the owners of the properties in the areas and subdivisions. The said Board 
of Health and its agents shall at all times have access to the plant of the Com- 
pany to conduct any and all tests as said Board shall determine necessary to 
determine compliance with the said regulations and recommendations. In the 
event said Board shall determine that the operations of the system do not meet 
the said regulations and recommendations, the Company shall immediately, at its 
sole cost and expense, make any adjustment, repair, installation, or improve- 
ment to its facilities that shall be necessary or required or recommended by said 
Board to bring the operation of the system up to the said regulations and 
recommendations. 

Section 3. The Company agrees to maintain said water plant and water dis- 
tribution facilities and/or said sewage collection and disposal system at all times 
in good order and repair so that satisfactory water and sewerage collection and 
disposal service as provided in the foregoing paragraphs may be supplied to each 
of said buildings, residences, and other improvements in said areas or subdivi- 
sions in the minimum quantity and in the quality provided in the foregong para- 
graph. The water plant and distribution system and/or the sewerage collection 
and the disposal system shall be open for inspection at all times by the agents 
of the Florida Board of Health. 

Section 4. (a) The Company reserves and has the right to establish and col- 
lect as a charge or charges for water furnished and consumed by the owners 
or occupants of each of the buildings, residences and other improvements the 
initial rates described in Schedule C attached hereto and made a part hereof. 
The Company shall have the right to install on each of the individual build- 
ings, residences and other improvements a water meter to be maintained by 
the Company through which all water supplied to the consumer shall pass and 
to which the Company shall have access at reasonable times for the purpose 
of taking meter readings and keeping said meters in repair. In the event said 
meters shall be installed and the consumer shall have used in excess of ee 
CGIRORG ce rns gallons per month, the Company may charge for any such 
excess at the rate or rates set forth in the attached Schedule C. 

(b) The Company reserves and has the right to establish and collect as a 
charge or charges for sewer service provided to the owners or occupants of each 
of the buildings, residences and other improvements served by the Company, 
the initial rates as shown in Schedule D attached hereto and made a part 
hereof. 

Section 5. In the event the Company should fail to operate and maintain the 
water distribution system or the sewerage collection and disposal system in the 
manner and under the conditions specified herein (failure due to Acts of God, 
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natural disasters or other causes beyond the control of the Company, including 
labor troubles or strikes, excepted) or in the event the Company collects or at- 
tempts to collect from the consumers of water or from users of the sewerage 
collection and disposal system charges in excess of the rate or rates specified 
or provided for in this Agreement, then in either of such contingencies, if such 
default shall continue for a period of thirty (30) days (or for a period of two 
(2) days in the event such default consists of a shutdown of the water or 
sewer plant or suspension of water or sewerage services, except for the causes 
above set forth) after written notice to the Company by any consumer, mort- 
gagee, or by any person for whose benefit this contract is made, then and in such 
event any such person for whose benefit this contract is made, may enforce 
this Agreement by action, instituted for such purpose in any court of competent 
jurisdiction and in such action shall be entitled as a matter of right to the entry 
of an order appointing a receiver or other officer appointed by the Court to take 
immediate possession of the water system and/or sewerage collection disposal 
system of the Company for the purpose of operating and maintaining the same 
with the full right to collect the charges for services at rates not in excess of 
those specified or provided for in this Agreement. Such receiver or other 
officer of the Court during the period of its operation, shall be entitled to such 
reasonable compensation and expenses, including reasonable attorneys’ fees 
as may be determined by the Court. 

Section 6. The Company may establish, amend or revise from time to time 
in the future and enforce Rules and Regulations for W'ater Service and Rules 
and Regulations for Sewer Service or Rules and Regulations covering both 
water supply and sewer service and covering the furnishing of water supply 
service and sewer service within said areas or subdivisions, provided, however, 
all such rules and regulations established by the Company from time to time 
shall at all times be reasonable and subject to such regulations as may now or 
hereafter be provided by law; and provided further that no such rule or regula- 
tion so established, amended or revised can be inconsistent with the require- 
ments of this Agreement nor shall the same abrogate any provision hereof. 
Any such rules and regulations established, amended, revised and enforced by 
the Company from time to time in the future shall be binding upon any owner 
or occupant of any of the property located within the boundaries of such areas 
or subdivisions, the owner or occupant of any building, residence or other im- 
provement constructed or located upon such property and the user or consumer 
of any water supply service and/or sewer service. 

Section 7. Changes in the initial rates described in Section 4 hereof may be 
proposed by the Company and by third party beneficiaries of this Agreement in 
the following manner: 

If within 90 days after notice to all parties connected to the service seeking 
the change in rates of a rate change proposed by the Company, not more than one- 
third of such parties have signified in writing their oppositions to such proposed 
rate change, the Company may forthwith establish such new rates. If more than 
one-third of such parties signify in writing their oppositions to a rate change 
proposed by the Company, or if more than one-third of such parties propose in 
writing a rate change which the Company opposes and the parties cannot nego- 
tiate an agreement within 90 days to the reasonableness of the new rates, then 
the matter of the reasonableness of such new rates shall be referred to a board 
of arbiters selected as follows: the Company shall designate one arbiter, the 
objecting parties shall designate one arbiter and the two arbiters thus selected 
shall choose a third arbiter. The three arbiters shall make their written rec- 
ommendations to the parties to the dispute as to the reasonableness of the new 
rates within 90 days after the reference of the dispute to them. Written notice 
of the hearing of the dispute by the arbiters shall be given to the Company, and 
all objecting parties. All proceedings before the arbiters shall be recorded in 
writing. Either side to the arbitration may present written objections to the 
recommendations within 30 days after the decision. If no written objections are 
made, it shall be considered that all parties have agreed that the new rates rec- 
ommended by the arbiters are reasonable. If written objections are filed by either 
side, the question of the reasonableness of the new rates shall be the subject of 
review by such a court of competent jurisdiction in appropriate legal proceedings 
initiated for such purpose. In the event of arbitration or court proceedings the 
proposed change of rates shall be held in abeyance and shall not become effective 
until the conclusion of such proceedings. 
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Section 8. Notwithstanding any provision of this Agreement no third party 
beneficiary shall have or claim to have any right, title, lien, encumbrance, interest 
or claim of any kind or character whatsoever in and to the Company’s water 
supply system and/or sewerage system properties and facilities and the Com- 
pany may mortgage, pledge or otherwise encumber or sell or otherwise dispose 
of any or all of such properties and facilities without the consent of such third 
parties. The words “properties and facilities” as used in this Section shall not 
only include physical properties and facilities but all real, person, and other 
property of every kind and character owned by the Company and used, useful, 
or held for use in connection with its water supply system and/or sewerage sys- 
tems, including revenues and income from the users of water and sewerage 
service, cash in bank and otherwise; provided, however, that this Agreement as 
set forth herein shall be binding upon all successors and assigns of the Company. 

Section 9. All notices provided for herein shall be in writing or by telegram 
and if to Company, shall be mailed or delivered to Company at : 
and if to parties for whose benefit this contract is made shall be mailed 01 
delivered to their last known business or residential addresses. 

Section 10. (a) The covenants, reservations, restrictions, and conditions 
herein set forth are and shall be deemed to be covenants, restrictions, reser- 
vations, and conditions imposed upon and running with the land and properties 
owned by the Company described in Schedule A, and limiting the use thereof 
for the purposes and in the manner set forth herein and shall be binding 
upon and shall inure to the benefit of the Company, its successors and assigns, 
and shall likewise be binding upon and inure to the benefit of all parties who 
in any manner whatsoever shall acquire title to the properties and facilities 
as defined in Section 8 hereof. 

(b) This Agreement shall also be binding upon and shall inure to the benefit 
of the Representative, its successors and assigns and as set forth in Section 1 
hereof, all present and future owners or occupants of all and each of the 
properties, buildings, residences, and other improvements which are now or 
may hereafter be served by the water-distribution system and/or sewerage 
collection and disposal system of the Company as well as the holders of any 
mortgage or mortgages covering any such properties, buildings, residences, and 
other improvements, as well as the successors and assigns of all such present 
and future owners and occupants and holders of mortgages. 

Section 11. This Agreement shall be governed by the laws of the State of 
Florida. 

Section 12. This Agreement shall remain in full force and effect and for 
the benefit of all parties mentioned herein until either (a) the water-distribu- 
tion system anl/or the sewerage collection and disposal system described 
herein are taken over by governmental authority for maintenance and operation : 
or (b) other adequate water supply and/or sewerage collection and disposal 
service is provided by a governmental authority through means other than 
the water system and/or sewerage collection and disposal system owned by 
the Company; or (c) the rates, services, and operation of the Company are 
placed by law under the jurisdiction of a regulatory commission or other 
governmental agency or body empowered to fix rates and to which a consumer 
or Company may seek relief. Upon the happening of any of the aforesaid 
events, this Agreement shall automatically terminate and at the request of 
the Company, the Company and the Representative shall execute an instrument 
cancelling this Agreement. 

In witness whereof the Company and the Representative have caused this 
Agreement to be duly executed in several counterparts, each of which counter- 
part shall be considered an original executed copy of this Agreement. 


Signed, Sealed, and Delivered in the By __________- 
presence of : President 
Attest : 


"(Aste Company) —— Secretary (Company) 
d By 

President 
(As to Representative) Attest: 


Secretary (Representative ) o_ 
Individually and as the Representative 
of all parties for whose benefit the 
foregoing Agreement is made. 
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STATE OF FLORIDA, 
COMNEN: OF. cncapedinetlimcbebbieniatatbadan 


I, the undersigned Notary Public, do hereby certify that _-._.__-.___----------- 
snc ite tice bled i cna anme cache Seale teen oo dn hin eeeaam anes ae aa aaaeiaata tice eaiatoaail President and 
Secretary, respectively, ot a eth gen ec cabs Secs ah cn stk otter tac ais Sw me aes ts ete sich Ge delice dared > 
a Florida corporation, and who as such offic ‘ers exec cuted the foregoing Agree- 
ment, this day personally appeared before me and acknowledge before me that 
they executed said Agreement as such officers and attached the corporate seal of 
said corporation in the name of and for and on behalf of said corporation, freely 
and voluntarily, for the uses and purposes therein expressed, and with full 
authority to so do. 

In witness whereof, I have hereunto set my hand and affixed my official seal 
thie .. : Sok ME RO as eens sahecabaeuiurun ann amaeaetnaeae ee ee 


oe eee Seem eme memes 


‘No tar y Pl ublic, State a of Florida at Large. 


EES COOMMIOBICN GRUNT CS wii 2 hi en ide 
EU CIN in cise nk Sabah ee 
County of —...-- pe sailed enamel 
I, the undersigned Notary Public, do hereby certify that __._._.--_--_-_-____-__--_ 
wet schatidabaitee xcesscs N selee th Din tein cab ieee cana SS ee le 
Secretary, respectively, i Eatees cccetasacnuss & COPPOTEUOM 
organized and existing under the laws of the State of Lb eS et et os iad , the 


Representative, and who as such officers executed the foregoing Agreement, ‘this 
day personally appeared before me and acknowledged before me that they exe- 
cuted said Agreement as such officers and attached the corporate seal of said 
corporation in the name of and for and on behalf of said corporation, freely and 
voluntarily, for the uses and purposes therein expressed, and with full authority 
so to do. 

In witness whereof I have hereunto set my hand and affixed my official seal 
this _- a ee | ORE ee eS nancaed Ca akie 


My coinmission expires ~_.-_~~--~ 


SCHEDULE “A” 
Description of Property owned by the “Company” on which is located its 
central water plants and sewage treatment plants. 


SCHEDULE “B” 
Description of Properties on which “Representative” will make mortgages to 
owners of such properties. 
SCHEDULE “C” 


Initial Water Rates to be charged by _-.-----------__- _._.. Utilities, Inc. 


SCHEDULE “D” 


Initial Rates for Sewer Services to be charged by — 
Utilities, Inc. 


Mr. Rains. Thank you, Mr. Johnson. You made a good witness. 

The next and last witness to appear this morning is Mr. Ed E. Reid, 
executive director of the Alabama League of Munie sipalities. 

Come around, Mr. Reid. 

Before Mr. Reid starts to testify, I would like my colleagues to 
know that he not only is my longtime good friend, dating bac k to the 
days when I was a member of the Alabama Legislature ; and he then 
was the head of the cities in Alabama, but during my 14 years in 
Washington, Mr. Reid has been of more benefit to the Alabama con- 
eressional delegation, both Senators, and Congressmen, on subjects of 
municipal matters, including housing, than any one man in Alabama. 
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I asked him to come here because he actually is an expert in munici- 
pal affairs. He is so recognized throughout the Nation. 

So we are glad to have you, Mr. Reid. Iam glad to have you here 
in the beautiful city of Miami to appear before this committee and 
make your contribution to the record. We have your statement, and 
you may proceed. 


STATEMENT OF ED E. REID, EXECUTIVE DIRECTOR, ALABAMA 
LEAGUE OF MUNICIPALITIES, AND MEMBER OF THE BOARD OF 
DIRECTORS OF THE AMERICAN MUNICIPAL ASSOCIATION 


Mr. Rem. Thank you, Mr. Chairman. 

I am, as the chairman said, executive director of the Alabama 
League of Municipalities. That is a statewide association of city 
and town governments which represent 98.7 percent of the municipal 
population of the State. 

It is indeed a pleasure to meet with the distinguished members 
of this very important committee of the Congress. I think you are 
performing a splendid public service in pioneering a study of one 
of the most difficult and distressing problems which faces the Na- 
tion today. 

The community facilities need, which even now is plaguing our 
cities with almost insoluble problems, will inevitably get more acute as 
our population expands. I think the time has certaily come for an 
intimate study of this problem, and I am delighted that your com- 
mittee has decided to take the first step in determining what legislative 
remedies may be devised to help our communities in ‘this field. 

First, let me say the community facilities problem is not unique 
to any particular size city. It may differ in degree of severity, but 
all of our cities—both large and small—are now being harassed by 
this ever-increasing problem. By community facilities, I mean ail 
of those services and functions that go into making a “house into a 
home.” 

This means schools, sewers, water, roads, parks, and hospitals—all 
of the facilities essential to a going neighborhood. The problem also 
includes the corollary problems of achievi ing sound municipal zoning, 
planning, and subdivision regulations. 

Actually this is no sudden crisis which our cities today face. It 
has been brewing for years and has always been plain for all to see. 
The only problem i is that many persons and highly organized groups 
have preferred to look in the other direction. 

As our suburbs have expanded and our new communities have con- 
currently mushroomed, the problem of assuring adequate community 
facilities has become progressively more difficult. Our growing pains 
are becoming more and more pi vinful. 

And the most disquieting aspect is that the gravest period lies ahead 
in the not too distant future. All of the economists and population 
experts tell us that we are approaching the threshold of a truly explo- 
sive growth in family formation and development of all the needs 
for housing : and other facilities which it will inevitably require. Even 
now, despite the low birthrate in the depression years, nonfarm house 
hold formation is proceeding at a rate in excess of 1 million units 
annually. 
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As we enter the next decade, the rate of family formation will climb 
at a staggering rate as the children born during the war and postwar 
years ree ach matur ity and establish their own families. 

At current growth levels our population will be 194 million people 
in 1965, nearly 230 million persons by 1975, and some time before the 
end of the present century, our population should hit the 300-million 
mark. To me these projections stagger the imagination of any present- 
day American. 

And of even more direct bearing on the present subject in hand is 
my understanding that the experts say that 80 percent of this popu- 
lation growth is going to take place in areas outside the bounds of our 
currently established central cities. 

Another sobering consideration is that we not only must provide 
for this tremendous population upsurge in outlying areas, but we 
doubtless also face the crushing burden of replacing our existing plan 
of community facilities which are even now straining to meet the 
needs of our present urban —— ion. 

I think that all of us should be deeply concerned over the question 
of how our cities are going to meet these problems. The plain fact 
is that most of our communities are having difficulty coping with 
their present problem. How they can be expected to cope with a 
problem which will be magnified manyfold is the dilemma which 
somehow must be solved. 

Already many of our cities are facing financial straits of a very 
real kind. The demand for municipal services has grown at a tre- 
mendous rate. And yet the ability of our cities to finance these serv- 
ices has not grown apace. 

One of the basic problems is the shrinking tax sources now available 
to municipalities. In most jurisdictions, the real-estate tax has al- 
ready reached the point of maximum toler: Areweed In the field of 
income taxation—clearly the richest source—we find a story of Federal] 
encroachment, leaving little income or other tax base, if any, for local 
government to tax. 

I would think that all of us would favor measures which are 
designed to return to the States and cities areas of potential tax 
revenues wherever possible. But at the same time I am suspicious of 
the motives of some of the people who are advocating proposals of 
this kind. 

My suspicion is that the real motive is to delay and even kill, under 
the banner of economy, vitally needed programs such as the slum- 
clearance and urban renewal program. The notion that the Fed- 
eral Government should get out of the slum-clearance program and 
let it be undertaken by the State and local communities may be at- 
tractive in theory, but in plain fact, the men who advocate such a 
course know in their hearts that such a plan would in fact kill the 
slum-clearance program in the great majority of our States. 

Some of our States do not have the resources of other States. And 
in many of our States there would be severe, if not impossible, legis- 
lative hurdles to overcome. It is at the State level that powerfully 
financed pressure groups—those opposed to urban redevelopment and 
slum clearance—operate the most effectively. 

And finally, if such a program were to be financed by higher State 
income taxes, there would be an understandable fear on the part of 
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the initiating State that industry and people would move to other 
States, which for one reason or another would not undertake the in- 
come-tax increase. 

You can sum up this factor by saying that, however unpalatable 
it may be to some, the Federal income tax has one virtue at least— 
it cannot be escaped simply by moving or fleeing across State lines. 

There are several aspects of the community facilities problem 
which must be considered in any realistic appraisal of the problem. 

One of the basic difficulties is the question locally as to what share 
of the burden should be borne by the municipality generally and 
what share by the home builder and ultimately the home buyer. 

Clearly it seems to me that it is fair and proper to require the home 
builder and the home buyer to pay the cost of the on-site facilities— 
for example, the laterals connecting the main sewer and water truck- 
lines. 

I would like to emphasize that one of the reasons for the higher 
price tags on new homes has been the sharp inflation in land prices. 
Skyroc keting land prices have been due in large measure, in my 
honest opinion, to land speculation, and much of this speculation 
has been stipulated by the obvious fact that presently there is an acute 
shortage of accessible and usable land equipped with the necessary 
community facilities. We witness this situation every day in city 
government eeere ion. 

But just as clearly it is not fair or proper to attempt to force 
upon the builder or bt mk the major burden of the costs of 
community facilities, such as main sewer and water lines and 
schools—facilities which serve not only the subdivision in question, 
but “~ other parts of the community as well. Somehow we must 
find a rational solution to this problem of where the community 
mananeictiie begins—and where it ends. 

And at the same time we clearly must do everything possible to 
foster more rational planning and more rational forms of local gov- 
ernment responsibility. The question of conflicting jurisdictions and 
divided local responsibility is a challenging one and one which must, 
it seems to me, be solved ultimately at the State and local level, although 
I think the Federal Government ‘has been delinquent in not providing 
guidance and leadership in this field. I know that it is a well- 
established fact we have made real progress in this area ever since 
Federal interest and assistance became available. 

I think also that more and more of us are becoming aware that 
adequate community facilities must be provided at the time of com- 
munity growth rather than later when the growth has ceased or 
slowed down to a normal rate. We have found, through bitter ex- 
perience, that the cost of correction at a later date is exorbitant. 

In other words, we must make an intelligent community plan 
based upon present. and projected growth. Once we have made that 
plan, we must find ways to provide all of the community facilities 
which will be needed to service the neighborhoods which can be 
foreseen under the plan. 

Truly this is a formidable task. And it is clearly so formidable 
that we cannot expect to finance the huge costs of providing these 
facilities from current local tax revenue. In the first place we cannot 
in fairness expect people to pay from their current income the cost 
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of facilities which will be used by the coming generation. They 
certainly will not do so as a practical matter, no matter what we 
expect. And moreover, the revenue sources are just not available. 

Obviously, then, our cities must finance these needed community 
facilities by borrowing in the capital markets. But what do we find 
when we look to the capital market? We find a market where the 
average municipality seeking credit is at a cruel disadvantage be- 

‘ause of the credit stringencies which I feel were deliberately fostered 
"se the administration’s tight- -money policy. 

Interest rates in all parts of the money market structure have 
skyrocketed over the past 2 years. The average yield of municipal 
bonds now stands at 3.52 percent. This compares with 2.94 percent 
a year ago—a percentage increase of 20 percent in 1 year. And bear 
in mind that these are av erages. Many communities are being forced 
to pay much higher rates. 

The unfairness and inequities of the present monetary policy now 
are apparent in the field of municipal finance. Large corporations 
are apparently not hindered in any appreciable degree. 

In fact, while I am no economist, 1t seems to me that much of the 
inflationary pressures we have suffered during the past 2 years have 
been caused the tremendous growth of investment. in plants and 
equipment—predominantly by the large corporations. 

I do not think this is a bad thing per se, but nonetheless it is a fact. 
And it has tended to drive up the interest cost to municipal and other 
public bodies. 

Apparently the tight money policy has had little if any braking 
effect upon investments by large, privately owned corporations. In 
the first place, many of them can finance plant expansion internally 
with their own funds. 

In the second place, because interest costs are deductible, the true 
interest cost to the large, privately owned corporations is only about 
half the rate that it appears to be on the surface. In other words, a 
5-percent interest on bonds to finance a new plant in reality costs the 
corporation only about 214 percent. 

sut just as the tight money policy works a hardship on small- 
business men and upon small farmers, it bears down cruelly upon the 
average municipality. And if this policy continues without letup, 
we face the very grave danger that our cities will not be able to provide 
the community facilities which we must have to educate our children 
and to house our people—as well as take care of normal municipal 
expansion needs. 

[ would like to cite one authority on the antisocial effects of the 
present credit stringency. Late last year the comptroller of the 
State of New York—Mr. Arthur Levitt—translated the effects in most 
dramatic terms—testimony on December 10, 1956, before a hearing 
on monetary policy by the Subcommittee on Economic Stabilization 
of the Joint Economic Committee. 

Citing a school district in New York State which was forced to 
pay 4.30 percent interest on a $5.5 million bond issue in 1956 in 
marked contrast to a 2.70 rate in 1952, Mr. Levitt pointed out that 
the difference in interest payments over the life of the bond issue 
would be nearly $1.4 million—an amount large enough to build an 
entire school to accommodate 900 pupils. 


98148—57——5 
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Mr. Levitt also expressed concern over the fact that many com- 
munities in his State have been forced to shelve urgently needed school 
construction because they just simply could not pay the swollen interest 
costs in the present market. 

And bear in mind this is an official of a State which is perhaps the 
richest in financial resources. I think it is self-evident that many of 
our States are suffering to an even greater degree. I know this is 
true in my home State of Alabama. 

If the tight money policy worked its potent medicine equally on 
all segments of our society, I would not have so great a quarrel with it, 
but obviously it does not. It makes the strong get stronger, and the 
weak grow weaker. I submit that such a policy, 1f long sustained, can 
only lead to social chaos. 

I firmly believe that we must do something to free certain segments 
of our society from the impact of the prese nt governmental cr redit pol- 
icies.. None of us likes to call for outside aid. We all would like to 
be able to meet our local problems with our own resources and in our 
own way. That is our American creed, and it has brought us great 
prosperity and v: ast social development. 

But I think it is also a part of the American creed to recognize that 
at times and in certain areas we must, through government, give a 
helping hand to meet urgently needed community objectives which 
otherwise could not be solved. 

One obvious example is agriculture, where we learned through bit- 
ter experience that it is to our national welfare to give some form of 
price support to most agricultural commodities. Failure to do so 
earlier led to the tragic farm collapse in the 1920’s, and was undoubt- 
edly a prime factor in the dreadful economic debacle which followed. 

Another obvious example is one you gentlemen are intimately fa- 
miliar with—namely, local housing itself. The Congress of the United 
States in bipartisan action has t: iken the policy position that proper 
housing of our people is a matter of national concern. It has devel- 
oped programs designed to make that policy live, and I heartily en- 
dorse them. 

The community facilities problem at the same time is a real road- 
block in America’s path to better housing as well as a most critical 
problem today for many of our communities—tomorrow for practi- 
eally all of them. 

In the problem of community facilities, I think we are at the cross- 
roads where we must make a major policy decision. And it seems to 
me, in view of the facts, that only one decision is tenable. Our cities 
simply cannot meet this tremendous problem which lies ahead without 
some helping hand. They just do not have the financial resources 
locally. 

I think the community facilities problem is the same in prince iple 
as the problem of clearing the slums. We must devise some Federal 
program which will aid and encourage the municipality to provide 
the essential community facilities which it cannot continue doing 
alone in view of present local tax sources and in view of the vic iously 
high interest rates which the private money market exacts from any 
potential borrower. 

I think the present community facilities loan program under the 
Housing and Home Finance Agency is hopelessly inadequate—and I 
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might add hopelessly misnamed. By policy it is restricted completely 
to the smaller communities and a very limited range of activities. 

Also, its interest rates are far too high, in my studied opinion. I 
think that the very low level of activity under the program over the 
past 21% years underscores my conviction that the present program is 
certainly not the adequate answer. 

I do not pretend to know the details of the type of program I am 
advocating. I would think that at a very minimum a large-scale lend- 
ing program should be gotten underway. The college housing loan 
program of the Housing and Home Finance Agency can possibly be 
taken as a successful prototype. 

Under this program long-term loans at low interest rates are being 
made to institutions of higher learning so that they can cope with the 
tremendous rise in student enrollment. I think the same type of 
program with adequate support would be an excellent first step toward 
successfully grappling with the community facilities problem. 

Also, I hope that your committee will study the possibility of some 
form of grant-in-aid program, patterned after the slum clearance 
program established by the Housing Act of 1949. Or, possibly some 
program combining the best features of both a loan program and a 
grant program might be the answer. 

Again I say I do not know the details, but earnestly hope the Con- 
gress will give its careful attention to what I regard as one of the most 
pressing problems in our country today. I have confidence that our 
country can solve these problems as it has solved other seemingly 
hopeless problems in the past. And in our solution we will, I am sure, 
owe a deep debt of gratitude to groups like this committee which are 
earnestly endeavoring to advance our public welfare through legisla- 
tive process. 

When the most desirable objectives are achieved, our cities and other 
local communities will grow and serve more effectively the ever-in- 
creasing population all experts confidently predict will be the order of 
the day—tomorrow and down through the balance of this century. 

I thank you. 

Mr. Chairman, I appreciate this opportunity and I would be glad 
to try to answer any questions the committee might have. 

Mr. Rarns. Mr. Reid, we are glad to have you before the committee. 
I am sure the committee has some questions they want to ask you. 

First I would like to ask you: How long have you been in municipal 
government ¢ 

Mr. Rem. I have been in this job that I am now in 22 years—that 
is, director of our State association. I one time served on the town 
council of a very small municipality in my State. Before that I was 
the city-hall reporter for two daily newspapers. Then after that I 
edited a weekly newspaper. 

I have been exposed to city-hall problems for nearly 30 years. 

Mr. Rats. Tell me this, when you speak of the need for community 
facilities, you are not only speaking of great cities like Miami, you 
are speaking of the small town and the middle-size town across the 
Nation as well ? 

Mr. Rem. I am speaking largely of the middle-size town down to 
the small ones. The large cities have tremendous problems, as has 
been borne out here today by the very able advocates of the city of 
Miami, and Dade County. 
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But their problems are a little different. The revenue bond experi- 
ence of metropolitan areas, the large cities, has been very favorable. 
Their record, their debt history, down through the years since we have 
been borne out here today by the very able advocates of the city of 
community facilities, has ‘been splendid. 

The smaller cities have not had this longtime history of paying 
off revenue bonds, of revenue-financing indebtedness. Therefore 
they cannot go out in the money market today and borrow money under 
revenue-bond financing at anything like the favorable position that a 
large metropolitan city or area might be able to do. 

Mr. Rats. I hope that you share Mr. DeMeo’s view that the build- 
ers should put the on-site community facilities in the subdivision or 
in the project that he is building? 

Mr. Rem. That’s right. 

Mr. Rarns. That you also take the view that it is a part of gov- 
ernmental, local governmental responsibility, city responsibility, to 
develop the main sewer lines, the water lines, and I assume the schools 
and the other facilities needed ? 

Mr. Rei. In fact, our courts have held in Alabama that we cannot 
assess the cost of trunkline sewers and sewage-treatment plants against 
any particular segment of our population. We can’t assess one area 
of the city to do a thing that the whole city benefits from. 

So as he pointed out, the subdivision development, or developer 
shouldn’t be forced to pay for the trunklines which serve the whole 
city or for an outfall or a treatment plant which serves the whole city. 
That isa responsibility of government. 

Mr. Rains. Mr. Reid, you raised some very hard questions, as you 
know, for the committee, but they are questions we have got to grapple 
with in trying to find out vat are the answers. You bring up the 
fact that, while you say that you don’t have all the answers—and I 
don’t think we do, as of now—that you think there ought to be some 
program patterned after, we will say, the college housing program. 
Or for that matter, after the REA program. 

Mr. Rem. Or the original PWA program, which was in being when 
I came into this work back when we had a loan and grant program 
under the Federal Government. 

The Federal Government was borrowing money in those days at 
very low interest rates, and then in turn lending the money to the 
cities for somewhat higher interest rates. 

So actually the earnings they had on the difference in interest rates 
helped them to pay for the cost to the grants that they made to the 
local communities to establish these fac ilities, and had it not been for 
that program, the whole PWA program in the 1930’s—in our State 
today instead of being $300 million behind in sc ‘hoolhouse facilities, 
we would probably be $600 million behind at tod: uy’s costs. 

Instead of being $100 million behind in sewage and sanitation im- 
provements, we w ould probably be $300 million behind, because of the 
difference in the cost then and now. 

Mr. Rarns. Let me use another illustration that we know about 
here. 

Mr. Rem. I mentioned that, Mr. Chairman, to say that we don’t 
know that this is the highest period—highest cost period in financing. 
It may be better for the Federal Government to come in and help us 
today to establish these facilities that we need now, and will need in 
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the future, than to wait until 1975 when this problem becomes so tre- 
mendous, as the President said, it would be almost unsolvable. 

Mr. Ratns. REA’s, for instance—and I assume all of us over the 
years vote for REA, w vhich has been a great thing to America, in which 
we furnished electricity out across the country in small towns, cities, 
villages, and everyplace. 

That was brought about by a program of loans to cooperatives as 
they operate, w hich in this instance could be cities. Nobody seems to 
object strenuously to that. 

Let me ask you this question : Isn’t it just as essential to a man living 
in an urban area to have sewage and water at his door, as it is to have 
an electric light hanging in his front room ? 

Mr. Rem. Sure. “Somebody mentioned earlier today that you can 
live on one side of a street and you cannot get the facilities that you 
need to serve that particular lot because you are in a different juris- 
diction from the man living across the street. 

We had the same situation in our relationship between the county 
governments and the city governments at the local level. In other 
words, a man living in a town has to pay for his street by assessments 
against his property, and for his sewers and for his sanitation facilities 
of all sorts, where the man who lives just outside the corporate bound- 
aries of the facility site, those are paid for out of county revenues, 
not the assessment revenues. And the people who live in the towns 
are paying for them by paying the predominant part of the county tax 
bill. 

That is a problem in Mr. McDonough’s State, and his State legis- 
lature has done some very excellent research in digging into it. It is 
one of the problems that we face up to in all of the cities of America 
today—that of the urban people, not only having to pay for their own 
facilities, but having to pay for rural facilities for people outside the 
corporate boundaries who don’t want to be a part of the city, who stay 
out there, usually by their own election not coming into the corporate 
boundaries of a community, yet their facilities are being provided by 
the people living in the urban areas in the main. 

Mr. Ratns. I would like to pursue what I said a little further. All 
T am doing is a feeling-out process, to see what we can come up with. 
[ mentioned REA. That is well known to the Congress. I was 
interested in seeing a study that was published just before we left 
Washington. 

As low as those loans are—which is certainly a community facility 
when you get it down to brass tacks 

Mr. McDonoven. REA you are speaking of? 

Mr. Ratns. REA I am speaking of—the Federal Government in- 
stead of losing money on that program shows a profit over all of the 
years of operation. This report has just been issued. 

I am simply saying that there ought to be a way, Mr. Reid, where- 
by the Federal Gov ernment could work out in conjunction with city 
governments and county governments, a program to solve this prob- 
Jem. 

It could be some kind of guaranteed loan or direct-loan program 
at a rate of interest which wouldn’t cost the Government anything. I 
don’t think we could afford to subsidize the interest rate, but with 
stronger borrowing capacity, the Federal Government could borrow 
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money and lend it to cities at a reasonable rate of interest in order 
that they might construct nec essary community facilities. 

Mr. Rew. Absolutely. I think if you go back and check the RFC 
records, you will find that the RFC found that the only PWA invest- 
ments in local community facilities—the lowest—those projects that 
failed to produce the revenue necessary to pay off the amortization of 
the indebtedness was so low as to be counted as practically nothing. 

It stimulated public interest, the interest on the part of the pr ivate 
bond market in investing in those facilities that they had not before 
invested in—bonds of small communities, in order to finance certain 
self-liquidating projects. 

The Federal Government could come into this situation today with 
its superior borrowing power, as you say, and help the communities, 
lend the money back to the communities, and let us build these facil- 
ities over a long period of time, because most of them are long-lived 
projects—30 years or 35 years. I think we can meet the problem. 

Mr. McDonoveu. Mr. Chairman? 

Mr. Ratns. Mr. McDonough. 

Mr. McDonoven. Mr. Reid, I sincerely appreciate your statement. 
It is evidently a statement from many years of experience and close 
observation of these problems. There are a few things on which I 
want to give you my observations, because they led into so many things 
that would take too long to develop here. 

You refer in several instances here to the administration’s tight 
money policy. That is a trite phrase, in my opinion, for the reason 
that I have just returned from Europe and I find that inflation and 
tight money is becoming a necessity in England, where the rate of 
interest was recently increased to 7 percent, where inflation is becom- 
ing so pressing in France that the franc has been devalued 20 percent. 

This tight money policy that we are talking about is an inflationary 
spiral that is affecting many people all over the world and many 
nations 

The 1 money market in the United States—and the Secretary of the 
Treasury found it necessary to go into the market and to offer a higher 

rate of interest 

Mr. Rarns. (¢ ‘ould I interrupt you there, Gordon- 

Mr. McDonoveu. I will be through in a minute—that he couldn’t 
finance otherwise. I will be through in a minute. 

I don’t disagree with you on seeking some grant-in-aid for com- 
munity facilities at low rates of interest. But that will also have a 
bearing on the income tax of the individuals across the Nation, and it 
will add to the national debt. 

We have got to consider that from that pay of view, because even 
REA, TVA, and any other Government-subsidized agency, is a burden 
on the whole people and increases the income tax. 

Mr. Rains. Before you answer that, Mr. Reid, I want to go back 
and correct one thing, Gordon, that you said. This alarms me very 
greatly—what you were saying. It is true that the Secretary of the 
Treasury offered 12-year bonds at 4 percent, and there is no doubt 
about what that is doing to the money market. 

But what amazed me was that the American people ore ‘ribed 
it nine times over, so he didn’t need to offer 4 percent. I didn’t want 
to say it, but it was a very foolish thing to do, to put 4 percent on 
12-year bonds. 
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Mr. Rem. Of course, when you put the 4 percent on Treasury notes, 
then that runs the interest rate up to us, you see. 

Mr. McDonovuen. That is true, Mr. Rains. However, those bonds 
sold for less than par 3 days after that 

Mr. Ratns. That is because the Government is forci ‘ing up the whole 
interest-rate structure. 

Mr. McDonovuen. As I say, I don’t want to get into a dispute about 
tight money. I don’t think tight money is localized by any means by 
this Government or this administration. It is a worldwide infla- 
tionary spiral. 

Mr. Rem. That may be the result of an inflationary spiral, but at 
the same time that was taking place our tax revenues were not going 
up. So when we are faced with the problem of paying higher interest 
rates because of whatever policy it might be—tight money, or admin- 
istration type, or any other type—without at the same time having 
increased tax resources, then we face a breakdown in our ability to 
finance these facilities. 

Mr. McDonovcu. Let me ask you this—I appreciate what you have 
said—in your vast experience in municipal government over the years, 
do you favor any policy of the Federal Government that w ill tend 
toward a socialistic form of government in the United States 

Mr. Rew. Of course, whi at we call socialistic form of ade 
today, and comparing it with 30 years ago or 50 or 75, is something 
that, of course, we could debate all day here. 

Ever ything ‘ we do in the field of government today at one time was 
considered socialism, except the police force and the operation of a 
fire station. 

Public education is socialistic in the minds of some people. The 
building of hospitals by public agencies was at one time looked upon 
by doctors as socialism. Today they advocate it as a needed waite 
service of government. 

So these things we are talking about, building community facilities 
with some Federal assistance, does not mean socialism to me. It just 
makes commonsense. 

Mr. McDonovueu. Hasn’t this Nation become strong because the 
individual has found a way to live without the aid of the Government, 
rather than with the aid of the Government ? 

Mr. Rem. I think this Nation has grown strong because Government 
has never failed to serve the public interest, the needs of the citizens, 
whatever the needs were—if it was education, public health, com- 
munity facilities, whatever those needs are, they have been served by 
the Government, and I think this country has been made stronger 
because of it. 

Mr. McDonovueu. Except in the many instances where the Govern- 
ment has interfered, the people have had to say “No,” from here on. 
We have cut out price control. We have cut out rent control. We 
have cut out a whole lot of things that became socialistic in other 
countries. 

I don’ t want to take up the rest of the time. 

Mr. Rem. I think if we had held on to price controls we wouldn’t 
have this inflationary spiral that sent these interest rates up, that you 
have today. 

Mr. Rains. We are getting a little far afield. 
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Mr. Addonizio ? 

Mr. Apponiz1o. May I just compliment Mr. Reid on what I think is 
a very outstanding statement, and certainly one that is very con- 
vincing to me anyway. I would like to have you point out to us to 
just what extent you believe the present tight-money policy is hurting 
the community facilities program ¢ 

Mr. Rem. I will give you an example in our own State. We voted a 
$2 million hospital bond issue. The State legislature submitted the 
proposition 2 years ago. The interest rate at the time was—the aver- 
age interest rate to States of thie credit reputation of Alabama was 
3% percent. 

So they wrote into the amendment—it was a constitutional amend- 
ment—authorizing the issues of bonds—they wrote into the amend- 
ment that the interest rate was not to exceed 314 percent. Before the 
people could vote on the issues, and before the bonds could be prepared 
to be sold, the interest rate had changed because of the national tight- 
money policy to the point that we couldn’t sell the bonds, and even 
though we had a public sale, and bidders came down, none of them 
would bid the 314 or under the State expected to sell those bonds for. 

That happens not only with the State, it has happened with us. 
The city of Gadsden, the chairman’s home city, was about to sell bonds 
a few days ago for the community facilities. The bond market had 
shot up so—had gone up so—that they called the bond sale off and 
waited, hoping to wait for a more faecal time. I don’t know 
whether that favorable time is going to come or not as a result of what 
has already started—this business of the Treasury, for instance, fixing 
higher interest rates on their notes, and which sort of fixes in the minds 
of the other investing field—the investment field—what they think 
they can get for private securities and other public securities other 
than Federal. 

So I think it is going to have a serious effect on the ability of our 
cities to finance. These things I mention here as being necessary to 
take care of the rapidly increasing population and the rapid indus- 
trialization of our country. 

Mr. Ratns. Of course you mentioned another thing, Mr. Reid, I 
think we ought to remember—those of us in Congress. Having been 
in State government, and several of these gentlemen have, and in city 
government—and that is that the Federal Government over all of the 
years has seen fit to go in and take over so many fields of taxation 
that actually and rightfully belong to cities, counties, and States. As 
a result today, you are caught in a dilemma between nothing to tax, 
and such a high rate of interest on bonds that you can’t get funds. 
Isn’t that the dilemma? 

Mr. Rem. That is right. If you noticed last week the group of 
governors that were set up to confer with the Treasury and other 
agencies of the Federal Government, to suggest what sources of reve- 
nue might be turned back to the States and what responsibilities the 
Federal Government had been engaging in that would be returned to 
the States, it was significant to me that they selected three services of 
the Government : vocational education, the school-lunch program, and 
the stream-pollution-control program that you mentioned earlier in 
testimony here today. 

To return those back as the sole responsibilities of the States and 
local communities—and what did they say about revenue? They said, 
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“Let the States have 40 percent of the telephone tax, the excise tax on 
telephone, for 5 years.” They didn’t say take 40 percent as long as 
the tax is levied. They said take 40 percent of the telephone tax for 
5 years. 

Those responsibilities, if they come back to the States solely as the 
States’ and local governments’ responsibilities, then we have got them, 
but we only have an assurance of 5 years of revenue. 

Mr. Rarns. At 40 percent. 

Mr. Rerp. At 40 percent, and at the end of that time they suggested 
that that 40 percent come off of the telephone excise tax bill, so where 
then would the States and the local communities be in financing these 
things that the Federal Government would put back? 

If they are going to do the job wisely, then they ought to allocate 
back to the States—and if you don’t want Federal aid, as some of you 
indicate you do not prefer to have, or don’t like; you think it is 
socialism—if they are going to let these things we are talking about 
be the sole responsibilities of local and State governments, then turn 
back some of the Federal tax sources on a permanent basis—not on a 
5-year plan; not on a reduction plan which would inure to the benefit 
not of the communities that have to finance them, or to the States, 
but to the people who are paying the tax bill to pay for those 
facilities. 

Mr. Berts. May I ask a question ? 

Mr. Rarns. Mr. Betts. 

Mr. Berrs. I didn’t raise this tight-money issue here, but I would 
like to pursue it to just get your views on another angle of it. 

[ understand the orthodox way to check inflation is by increasing 
interest rates. Asa matter of fact, it was my understanding that that 
provision was written into the Federal Reserve Act for that very 
purpose. If that isn’t the way to check it, how do you stop it? 

Mr. Rei. There was a plan that preceded that, where the install- 
ment buying was limited to—you could not engage in installment 
buying in excess of a certain percent of the cost of the facility or the 
produce you bought. 

That held back, in my judgment, the tendency toward that infla- 
tionary spiral. In other words, when you put curbs on the install- 
ment buying power of people, that reduced the amount of buying they 
did. That to me had a more desirable effect than increasing interest 
rates, which affects not only installment buyers of the buying and 
consuming public, but every governmental agency that has to finance 
its services through borrowing money. 

Mr. Berts. To follow that, then, are you advocating that we in- 
crease the installment payments on home buying? 

Mr. Rem. I said that the tight-money policy has hurt us. The 
other part is something completely out of the field of local govern- 
ment, or home government interest. 

Mr. Berrts. I was asking what your substitute would be for high 
interest? I understood you to say it would be to cut down on install- 
ment buying. I am wondering if you would apply that to the home 
situation ? 

Mr. Rerp. I think the Government could set a very fine example in 
the field of public financing if it did whatever was needed through 
the Federal Reserve System, or whatever other controls it might 
have, on interest rates. 
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Mr. McDonoveu. Mr. Reid, an interest rate on money, as you know 
as well as I do, is the profit and loss on the use of that money by the 
person who is loaning it. It is just the same as a manufacturer who 
makes an automobile or a suit of clothes. 

If he sells it for a loss, he is out of business. The interest rate on 
money is the price of money, and when money is priced up by private 
indust ry, not by the Government, the Government has got to increase 
its rate of interest in order to find money to finance itself. 

So that your tight-money policy is a situation that all of the people 
of the United States are involved in. Your installment buying un- 
limited has its effect on that. Your buying 2 or 3 automobiles in a 
family has an effect on it. Your individual “who buys a $50,000 house 
when he can’t afford a $20,000 house has an effect on it. The fellow 
that buys 7 suits of clothes when he only needs 3 has an effect on it. 
All of these things have an effect on it. 

I am for production, understand. I am not for stopping produc- 
tion. I am not for confining the individual to a low wage. But I do 
think that the inflation of the United States has got to rest with the 
individual who spends his paycheck at the end of each 2 weeks or a 
month for things that he doesn’t need, to a large extent. 

So you have e got a situation there that you have got to control some 
way or other. The rate of interest is controlling ‘it, and the reserve 
requirement of the Federal Reserve is controlling it. 

Mr. Rem. Price control helped control it for a long time. Control 
on installment buying helped control it. 

Mr. McDonovuen. You don’t want to go back to price control now, 
do you ? 

Mr. Rew. I thought it was very fine; yes, sir. It helped to save 
just what we are talking about right now—— 

Mr. Rarns. Let’s not argue that question. You took off on a very 
fanciful theory, Gordon. “You didn’t tell him that control of credit 
in this country is what causes interest rates to go up, and that the 
Federal Reserve Board controls credit, and, as a result, the interest 
rates are not brought about by overproduction or underproduction. 
They are brought about by the action of the Federal Reserve Board 
in deliberately trying to control inflation by a mechanical method of 
monetary control which has proved unsuccessful. 

Mr. McDonoven. Mr. C hairman, I don’t disagree with you. But 
I think you will agree with me that the Feder al Reserve Board, in 
setting up its controls on money, is doing so in order to protect the 
Treasury of the United States in seeking money in the money market. 

Mr. Rarns. I think they are trying to control inflation, but I will 
have to say I don’t think it is doing a very good job. 

Mr. Apponiz1o. Mr. Chairman, I don’t want to prolong this discus- 
sion. 

Mr. Rarns. It is a very interesting discussion, but we had better get. 
along, gentlemen. 

Mr. Apponiz1o. It seems to me that this administration regards in- 
flation as the only important problem that faces this country. Still, 
I have read in the Wall Street Journal in recent weeks that business 
is contracting and unemployment is rising. I just hope that they 
don’t keep the hard-money policy in effect until it brings on an eco- 
nomic collapse. 
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Mr. McDonovucu. That isn’t going to help unemployment, Mr. 
Addonizio. 

Mr. Rains. Let’s get back to community facilities. 

Mr. Rew. This situation hasn’t changed our need for community 
facilities, whatever the interest rate is, whatever the cost is. 

Mr. Rarns. Mr. Widnall? 

Mr. Wipnatu. Mr. Chairman, I didn’t come here to make any po- 
litical speeches. I want to find out all I can about the need with 

respect to community facilities. One thing disturbs me, though, when 
you refer to tight-money policy and the fact that we should lower the 
interest rates in connection with any sort of a guaranty program cov- 
ering community facilities. 

If we did it tod: ay we would be borrowing money for the Govern- 
ment at a higher rate of interest than we would be lending it out to 
those who would be building community facilities, if the program was 
similar to the REA program, and to the college housing program, be- 

cause today, in both instances, the Government pays more for the 
money that it is lending than it is getting back. 

Mr. Rains a few minutes ago spoke ‘about an overall profit in the 
REA program. That is undoubtedly true for the life of the program. 
But today they are being charged 2 percent and it costs 4 percent to 
borrow the money they are obtaining at 2 percent. In college housing 
you have exactly the same thing. 

As I understood your testimony, you wanted that same type of oper- 
ation to take place with respect to community facilities. 

Mr. Rew. No; if the gentleman will permit me to say, if you under- 
stood me to say that, I didn’t mean to convey it. What I meant to say 
was the Federal Government can borrow money cheaper than we can 
borrow money. The Federal interest rates are lower than the average 
city’s interest rate. 

If whatever they borrowed it for, 4 percent, 414, they could lend it 
to us for that, then we would be better off in financing facilities than 
we would be by going out in the money market ourselv es, as I said, 
without a longtime debt history in a great number of our cities, finane- 
ing the community facilities. We would be better off than try ing to 
borrow it ourselves. 

A city that has no debt history or background in a particular field 
of financing, like revenue-bond financing, would be paying today in 
Alabama 51% or 5 percent, where the Federal Government would prob- 
ably be borrowing that money for 4 percent, and lending it to us. 

So I don’t think the Government ought to take a loss unless it 
expects that loss to be considered as its grant in helping to set up the 
facilities in the communities that need them. 

Mr. Ratns. Mr. Widnall, I share your opinion that the Govern- 
men should not sustain a loss in any of its lending programs. But I 
do not believe that it can be successfully argued that either the REA 
or the college housing program has resulted in an overall loss to the 
Government. 

Mr. Wipnatt. I would just like to make this one other point. Is 
it your belief that, if this tight-money policy hadn’t been put into 
effect, this alleged | tight-money policy, you would be able to build 
community facilities at the same price today as you could build them 
5 years ago ? 
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Mr. Rem. If the interest rate was no higher today than it was 5 
years ago? 

Mr. Win. Yes. 

Mr. Rew. No; it would be some higher because of increased wage 
rates, increased cost of materials. Those things would be higher, of 
course. 

Mr. Wwwnatu. Haven’t those items had a much more serious im- 
pact on the increase in cost than the tight-money policy ? 

Mr. Rem. I don’t think so. I think when you take a $514 million 
bond issue and say that the increased interest rate is going to cost 
$1,400,000 more over the life of the issue—you see, you are paying 
on an increased wage cost only during the time you are building the 
project. You are paying that high interest cost over the entire life 
of the bonds. 

Mr. McDonoveu. That is a permanent cost. 

Mr. Rem. It is a one-time cost. It is a 90-day cost, whatever it 
is—it is a onetime 90-day cost where your interest rate goes on for 
30 years. 

Mr. McDonovenu. The indebtedness, the cost of the labor is part 
of the whole cost for the life of the building. 

Mr. Ren. It is part of the cost, but at the same time if your wage 
rates were 10 percent higher today as against 5 years ago, you would 
be paying 10 percent higher for that labor in a project that might 
take 90 days to do, but you are paying this increased interest cost 
over the entire life of the thing. 

Mr. Wwnatt. The point I am trying to make is this: I think it 
is extremely unfair for anybody to single out a tight money policy 
as being the cause of all our troubles today. 

Mr. Rew. I didn’t say it was the cause of all of our troubles. 

Mr. Wipnatt. I am familiar with the operation that took place 
with respect to the building of a private hospital in my district. Be- 
fore the tight money policy went into effect in a period of about 5 
years proposed bids for that hospital went up from $750,000 to 
$1,250,000, an increase because of higher material costs and labor 
costs, and it had absolutely nothing to do with interest rates. 

Mr. Rem. You read my testimony, Mr. Widnall. You will find 
I didn’t say that was the sole cause. I mentioned that as one of the 
factors. Here are some other factors I mentioned that you haven’t 
stressed or nobody has dwelt on. The fact that the Federal Govern- 
ment has sewed up all the sources of lucrative revenue in the country. 
The fact that the State legislatures are rurally dominated and are 
not willing to recognize the correction of urban problems. 

These are some of the problems that go along with the tight-money 
policy to make it impossible for us to do the job. 

Mr. Berrs. He mentioned land speculation, too; isn’t that right? 

Mr. Rew. That is right. 

Mr. McDonoveu. Mr. Reid, you say that the Federal Government 
has controlled most of the lucrative sources of revenue, tax revenue. 
Why? For the reason that the States have been asking the Federal 
Government to grant-in-aid and increase income taxes and thereby 
take over the lucrative sources of tax income. 

If the Federal Government should say to the States, “You are 
going to have to do this yourself, you will have to tax yourself for it ;” 
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then we are going to reduce income taxes at the Federal level; that is 
a simple mathematical calculation. As long as there is a demand 
from the States and the people that the Federal Government do 
community facilities, do schools, do public housing, do power devel- 
opment, this that, and the other thing, you are going to have an 
increase in income taxes, and therefore you are going to take up the 
tax revenue. 

Mr. Rerp. Sure, I recognize that. Of course, I think you over- 
emphasized the part that the Federal Government has been doing in 
these things. I think what it has done has been commendable. It 
needs to do more. If it is going to keep these sources of revenue 
tied up for the exclusive use of the Federal Government, if they are 
going to cut them back, and say go back to the States and do it, then 
we lose, because the States individually don’t have the power to tax 
the interstate movement of goods, for instance. We lose the Federal 
tax on that. 

The Federal Government has the superior tax-collecting ability, 
and, therefore, it has to participate in these things we are talking 
about here today. 

Mr. Rarns. Mr. Barrett ? 

Mr. Barrerr. Mr. Chairman, I notice we are running beyond our 
time, but I just want to say this before we close. Mr. Reid, you have 
been a very fine witness. 

Mr. Rarns. Mrs. Sullivan / 

Mrs. Suntiivan. All I would like to do, Mr. Chairman, is to tell 
Mr. Reid I think he has given us much food for thought. I know 
I have gotten a lot out of his statement. We are havi ing many urban 
problems in my district as well as all over the country. So I am 
very glad to have heard you this morning. 

Mr. Ratns. I think I should say for Mr. Reid, Mr. Barrett, that 
Mr. Reid is used to the give and take he has taken. He has appeared 
before more committees than any one man we can put our finger on. 

We are glad to have you, Mr. Reid. It has been a pleasure to see 
you again. 

The committee will stand in recess until 9:45 tomorrow morning. 

(Whereupon, at 1:13 p. m. the committee adjourned, to reconvene 
at 9:45 a. m., Wednesday, October 9, 1957.) 
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House or RepresENTATIVES, 
SUBCOMMITTEE ON HovusING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Municipal Auditorium, Miami, Fla. 

The subcommittee met at 9:45 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present: Representatives Rains (presiding), Addonizio, Barrett, 
Mrs. Sullivan, McDonough, Widnall, and Betts. 

Mr. Rains. The committee will please come to order. 

The first witness this morning is 

Mr. Apponizio. Mr. Chairman, before we call the first witness I 
would like to make a statement for the record. The other day in the 
Miami Herald I noted a story which stated that the savings and loan 
industry had refused to supply a witness for this hearing. I also 
notice that our list of witnesses does not list a representative from 
that group. 

I am sure that you and the committee members realize that it is 
common knowledge that the savings and loan associations are making 
& great many conventional loans, where a second mortgage is in- 
volved. 

It also has been charged that the savings and loan associations have 
been charging outrageous fees and charges. I feel that this commit- 
tee certainly should have someone before it from the savings and 
loun associations because I feel that we can get a great deal of valu- 
able information about these subjects. 

Mr. Rarns. If I may interrupt the gentleman, I will tell him that 
I didn’t have an opportunity to have it printed on the witness list 
that you are looking at, but late yesterday a representative of the 
savings and loan associations, Mr. Robert Walker, came to me, and 
he is going to appear as a witness representing the savings and loan 
associations. 

You can insert his name—Mr. Walker—between Mr. Lon Worth 
Crow and Mr. Hamilton Strickland. We will have him there at that 
time. 

Mr. Apponizio. That is fine, Mr. Chairman. When I read the 
article in the Herald and noticed there would not be a savings and 
loan witness, I just felt there perhaps might be something rotten in 
Denmark and they were trying to avoid their appearance here. 

Mr. Ratns. I don’t believe that is so. We are glad to have Mr. 
Walker here. I am sure, to help clear up some of the matters that 
you mentioned. 
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The first witness this morning is Dr. Wolff, director of the Bureau 
of Business and Economic Research, University of Miami. 

Come around, Dr. Wolff, and have aseat. You may identify your- 
self for the record, and proceed. 

Do you have any copies of your statement ’ 


STATEMENT OF DR. REINHOLD P. WOLFF, DIRECTOR, BUREAU OF 
BUSINESS AND ECONOMIC RESEARCH, UNIVERSITY OF MIAMI 


Dr. Wotrr. I have given Mr. McEwen copies of my statement. 

Mr. Rarns. Your entire statement will be included in the record, 
including the graphs, and I would suggest that in your presentation 
you skip. over those, and summarize them for us, if that is all right, 
Doctor. 

Mr. Wotrr. I am prepared for a 10-minute presentation, Mr. Rains. 

Mr. Rarns. All right, you may proceed. 

(The full prepared statement referred to is as follows:) 


REPORT ON THE CONDITIONS OF THE MORTGAGE MARKET IN THE MIAMI AREA, Sus- 
MITTED IN CONNECTION WITH TESTIMONY OF REINHOLD P. WOLFF, PROFESSOR OF 
ECONOMICS AND DIRECTOR OF THE BUREAU OF BUSINESS AND ECONOMIC RESEARCH 
OF THE UNIVERSITY OF MIAMI 


Conditions of the market for second mortgages in southeastern Florida, as 
they have developed in the past 2 or 3 years cannot be fully understood without 
consideration of the general trends that have influenced the supply and demand 
of loan funds in the local economy. These trends are basically the same as those 
prevailing in the Nation at large, but have exhibited specific reactions both on 
the supply and demand side which are not paralleled in other housing markets. 

We note in the Miami area that the flow of new loan funds has somewhat 
slowed down during the past 18 months, but has not stopped. There has been a 
sharp reduction in the share of governmentally guaranteed or insured mortgages 
in total construction loans. 

National lenders have become less important while the Federal savings and 
loan associations and private lenders have relatively increased in the mortgage 
market. The developing stringency of loan funds has raised interest rates on 
first mortgages, and increased the requirements for downpayments and the need 
for second mortgage financing. Loan fees and closing costs have become 
higher. Second mortgages are available under conditions that generally result 
in yields of more than 10 percent to the lender. The recent changes in FHA 
downpayments and discount conditions are unlikely to have substantial effects 
on the market for construction money. The shortage of loan funds has re- 
sulted in increased home prices, also has caused a reduction of home building, 
which is, however, compensated by an increase in apartment house construction. 


THE FLOW OF MORTGAGE MONEY 


(1) General volume of recordings 

The flow of mortgage funds into the Miami real-estate market is best ex- 
pressed by the record of mortgages which are entered on Dade County’s mort- 
gage books. 


| | 
Year Number Value Year | Number Value 

a eS cipeplearemenraleeennagneniti j amepegng \|— neneysrjenefemeenuetenesapetnamansiemenans aang es 
1946. __- 16,345 | $139, 256,565 || 1953_-- ‘ } 32, 996 $329, 410, 907 
1947___- 19, 999 182, 031, 163 1 1954... } 36, 293 | 379, 626, 686 
1948___. ¢ 18,800 | 158,998,768 |} 1955___- 43,045 | 468. 581.099 
1949____ 22, 474 187, 246, 495 1956 42, 594 | 495, 746, 603 
1950_..__.. 30, 279 287, 911, 821 Ist 8 months: | 

Rd aoe 25, 858 251, 534, 590 1956. _ 28, 018 329, 687, 995 
1062.... . 30, 903 297, 796, 432 1957 29, 103 371, 009, 878 


Source: First Federal Savings & Loan Association, Miami. 
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Because of duplication of entries, such as in the case of construction mort- 
gages, not every mortgage is representative of a new loan project. However, 
by and large, the changes in mortgage recordings reflect the ups and downs of 
the flow of mortgage funds. As the record of the past 10 years reveals, there 
has been a sharp increase in the number and value of recorded mortgages. 
During the past few years some of this increase in value has been monetary. 
The size of the average mortgage has become larger as the average price 
of homes has risen. In fact, since 1955, the number of mortgages filed has 
remained about constant, even declining somewhat, in 1956. The trend of re- 
ecordings for mortgages of $20,000 and under, which usually reflect building or 
purchase contracts for individual homes, is particularly significant. Since 1955, 
this number has increased by only 1 percent, while the dollar volume has 
gone up by 10 percent. 








| | 
Period | Number Volume Period | Number Volume 
sie cxtmcaniictdsil nat debdtabebhs ls aie Uskdediaeustehtt tht Sh me) Ee Se 
| 
Thousands H Thousands 
Last half, 1955 s 2 20, 124 | $186, 068. 1 Last half, 1956 a 21, 403 $204, 383. 4 
ist half, 1956. __- 20, 067 | 189, 398.7 || Ist half, 1957......-- | 21,380 206, 223. 7 


\| 





Source: Operating Analysis Division, Federal Home Loan Bank Board. 


(2) Conventional versus Government-insured mortgages 


Some of the sharpest changes have occurred in the market for Government- 
insured mortgage loans. Of the two insuring agencies, the Veterans’ Admin- 
istration has played the larger role in the financing of building operations during 
the past decade. At the time when Government insurance activity reached 
its peak, around 1950, an estimated 50 to 75 percent of all new homes carried 
Government-insured mortgages. At the present rate of activity, less than 25 
percent of all new construction jobs are VA guaranteed or FHA insured. The 
sharpest drop in activity has been on the part of the Veterans’ Administration. 
A specific decline of activity was noted in 1956. 


VA guaranteed loans—South Florida area’* 


| 
Year Number | Volume 

| 
1949. ; a es wa ; ae 11, 734 | $57, 972, 088 
1950_. ; ah 12, 255 | 89, 734, 157 
«SS ‘ ‘on nals awe ae ‘ | 2, 853 | 26, 011, 634 
Ben aecse ah ‘ ened 4, 882 | 40, 121, 806 
1953 - - ede . ewasues ‘ 2, 851 | 27, 358, 126 
iin onaade 7 . . | 5, 215 54, 490, 431 
1955 (through November) ---- i ; oe 7, 467 86, 580, 500 
1956 (through November)...-.--..-- idiada emda 3, 728 44, 650, 971 


1 Roughly 80 percent of these loans were in Dade County. 


Source: Veterans’ Administration District Office, Miami. 


Actually, the decline began in the latter half of 1955 after an extremely active 
first half. Since 1957 there has been a steady downward trend in new applica- 
tions. Loan applications have ranged between a high of 757 in June 1955, and a 
low of 186 in July 1957. Closed loans had their peak in July 1955 with 765 
applications, and reached a low in June 1957 with 199 loans. 

In contrast to the VA mortgage volume, FHA insured mortgages had a more 
steady, though totally smaller volume of activity. In 14 south Florida coun- 
ties there has been approximately the same number of insured loans every 
year. A low was reached in 1954, and a relative high reported in 1955. For 
the first half year of 1957 it is evident that insurance volume has moved on 
average levels. 
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Loans insured by Federal Housing Administration—14 south Florida counties 





Year | Number | Value 
he eet tin titel machen 40d<dme enveend=aetelis bam eens 2, 208 $17, 214, 600 
ur eae Seapee ESe ge Ate daneal sean ; ; | 3, 271 30, 112, 400 
1956 am fo 0 2, 685 | 27, 018, 900 
1957 (through June) -_.......---.-..--.-- Re siedt 1, 471 15, 954, 700 


Source: Federal Housing Administration. 


(3) Institutional and noninstitutional lenders 


As a stringency of loan funds developed, important shifts occurred in the dis- 
tribution of lenders. We note a reduction of mortgage loans by national in- 
stitutional lenders, a stabilization of the share of savings and loan associations, 
and a numerical increase of noninstitutional investors. 

In the past 6 or 7 years, the Miami market, not unlike other mortgage mar- 
kets throughout the Nation, has witnessed the emergence of the Federal savings 
and loan associations as the largest single prominent group of mortgage lend- 
ers. These institutions have been able to assemble large amounts of local sav- 
ings capital and to channel them into the home mortgage market. As is shown 
in the following table mortgages recorded by savings and loan associations in 
Dade County, more than doubled, both in terms of numbers and value, between 
1950 and 1955. The role of Federals in the total recorded volume jumped from 
20 percent in 1950 to nearly 30 percent in 1955. Since January 1956, the loan 
volume of the Federals has been on a fairly even keel, with a slight drop of new 
construction loans in 1956 and a sharper reduction in 1957. 


Mortgages recorded by Federal savings and loan associations '—Dade County 
| | Percent of 
| | total dollar 








Year Number | Volume | value ofall 
| | mortgages 
| | recorded 
1950. _._- oe se ; 5,251 | $59, 521, 002 20.7 
eee. a 7 a 5, 647 59, 500, 774 23.3 
1952__- : 7, 476 72, 183, 140 | 24.4 
1958........ : 8,470 | 84, 351, 821 | 25.6 
1954__. ; : . 9, 612 108, 569, 704 | 26.8 
1955__. : 12, 590 149, 176, 000 | 29. 4 
1956__. “a | 11,182 | 140, 488, 000 26.8 


1 Excludes Dade County mortgages filed by associations in adjoining county. 


Source: Mortgage Research Institute, Division of Florida Business Research, from records filed in the 
office of the clerk of the circuit court, Dade County, Fla. 


More striking has heen the downward trend of other institutional lending. 
We do not have a statistical breakdown of loans arranged by savings banks 
in the important New York-Philadelphia-Boston area. From the trade reports 
it appears that this volume has been substantially reduced. Since savings 
banks in the Northeast are barred by legal restrictions from loaning on non- 
Government insured mortgages, it can be assumed that the downward trend 
in FHA and VA loans is representative of the decrease in the type of lending 
by these institutions. 

The volume of mortgages bought by life-insurance companies was fairly stable 
between 1950 and 1955, with a tendency toward an increase in value per in- 
dividual mortgage. Since 1956, we have, however, a considerable decrease 
in the total amount of purchases, both in terms of numbers and in dollar values. 
This movement is in accord with the national trend, which shows a decrease 
in participation of life-insurance companies in home-building loans. 
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Mortgages recorded by insurance and title companies, Dade County 














Percent of 

total dollar 

Year Number Volume volume of all 

mortgages 

recorded 
i icneaih sieekonns : F a te dae al ela 5, 123 $53, 391, 472 18.6 
1951__. : so aiicsetivarmaianearteetectan tinea 2, 580 42, 152, 702 16.5 
1952__. ba J wah bh iin bk A aabbhew é 2, 667 47, 663, 801 16.1 
1953... ates sb ciibvése~cegnah ooocld. cauddenee dada ae 3, 180 47, 779, 831 14.5 
1954... : be ss ichiccaaintein enn qunietndios canes 2, 434 51, 113, 724 12.6 
1955__- ; copeaoe edueleannedl 2, 384 61, 495, 000 12.1 
3066....... ai 4.43 bss 16. Bel eG hee 1, 735 46, 986, 000 9.0 








Source: Mortgage Research Institute, Division of Florida Business Research, from records filed in the 
office of the clerk of the circuit court, Dade County, Fla. 


With the decrease of mortgage lending by savings banks and insurance com- 
panies, and a stabilization of the mortgage recordings of Federal savings and 
loan associations, it is remarkable that the total mortgage volume in Dade 
County has still gone up. Obviously, the slack created by institutional lenders 
has been taken up by individuals and miscellaneous corporate lenders not 
belonging to the aforementioned categories. 


THE EFFECT OF THE SHORTAGE OF LOAN FUNDS 


The outstanding effect of the reduction in the flow of mortgage money into 
southeastern Florida has been a change in the sources of funds. Up to 1955, 
the market was about evenly divided between local sources and moneys that 
came from the northern capital markets. There has, however, been a trend, 
starting long before 1955, which gave increasing prominence to the local market. 
Since the beginning of 1956, this trend has emerged into sharper profile. The 
builder and home purchaser must now look predominantly to the Federals and 
local individual investors to satisfy their needs for loan funds. At the present 
status of the market, it can be estimated that better than 50 percent, if not better 
than 60 percent, of all first- and second-mortgage money stems from local capital 
sources. 

Some of this shift has been caused by changes in the structure of loan terms. 
In line with the movement of the national capital market, interest rates on 
mortgages have sharply increased. The present rate on VA-guaranteed mort- 
gages is 414 percent, on FHA-insured mortgages 514 percent. Home loans from 
the Federals are available at a rate between 6 and 6% percent, about one-half 
percent more than it was only half a year ago. Loans for apartment houses and 
commercial ventures usually command between 6 and 7 percent. Loan fees and 
closing charges have also been raised. The Federals quote 3% percent as normal 
closing cost, but charges up to 8 percent are reported. Loan terms have also 
become stiffer. Usually, loans now do not exceed 66 percent of appraised value 
as contrasted to a former maximum of 72 percent by the Federals. Federals 
have also withdrawn from the commercial market. 

On second mortgages, the rate of interest has been traditionally less uniform. 
Mortgage bankers, title companies, and representatives of northern institutions 
rarely handle second-mortgage loans, but loan companies, many of recent origin, 
have appeared in this market. The stringency of funds has caused the influx 
of many noninstitutional lenders. They have been brought into the market by 
the attractive returns, and have increased the variety of interest rates. 

The market requires usually much higher rates for personal or home-improve- 
ment loans than for home purchase or construction money. For construction, 
second-mortgage money is still available at a nominal rate of 6 to 8 percent. 
In actual practice, loan commissions, premiums, discounts, and other open or 
hidden charges raise the yield to the investor beyond the 10 percent which 
State usury laws prescribe as maximum interest. 

A closing fee of 10 percent of the loan value of the mortgage is not uncommon. 
Observers of the market report that various devices are used to channel some of 
the fees into the hands of the investor. In the case of purchase-money mort- 
gages on old or new homes, the higher interest rate is often disguised by raising 
the purchase price. Builders, for instance, who generally require an 8-percent 
purchase-price mortgage, frequently discount the second mortgage at 25 percent. 
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The investor purchasing the mortgage thus obtains a return which is consider- 
ably higher than the 8-percent contract rate. To what extent the 25-percent 
discount is paid by the purchaser through an increase in the sales price, and 
to what extent it is taken out of the profit of the builder, depends on such factors 
as the situation of the market, the quality of the house, the credit rating of the 
purchaser, and other circumstances of the individual case. 

Where home buyers offer a doubtful risk, or where the security of the loan is 
incumbered by unfavorable factors in the individual construction job or building 
site, discounts may go as high as 50 percent. In general, these purchase money 
mortgages are given for a term between 3 and 5 years, and carry a lower 
amortization rate than is necessary to retire the loan within the stated term. 
These so-called balloon mortgages may place the borrower in jeopardy when the 
remainder of the loan matures. However, there has not been a major increase 
in foreclosures due to the inability of borrowers to obtain refinancing of loans. 

Undoubtedly the shifts that have occurred in the origin of loan funds, interest 
rates, and terms in the Miami mortgage market have been in part caused by 
changes in investment policies and practices in the national capital market. 
Inasmuch as a large portion of loan funds in Miami still comes from out-of-State 
buyers of locally originated mortgages, the policies of large national mortgage 
investors have direct effect on the local scene. 

Insurance companies frown on the practice of placing second mortgages behind 
their first mortgage. In actual practice, this prohibition is often circumvented 
by later recordings of second mortgages. However, these recordings come to the 
attention of the insurance company or its local representative and may lead to 
reprisals against brokers who sell mortgages to insurance companies. With the 
stringency of loan funds and the general increase of home values, the need for 
secondary financing has become more urgent and has made it more difficult for 
home buyers to qualify for the terms prescribed by insurance companies. Loan 
acquisitions of insurance companies are nationally in a strongly declining trend, 
as is shown in chart I. The availability of Government and corporate bonds at 
attractive yields has narrowed the yield differential of first mortgages and has 
led many insurance companies to switch substantial parts of their mortgage 
portfolios into nonmortgage investments. 

Insofar as the savings banks are concerned, the secondary investment market 
is strongly under the influence of changed VA and FHA terms. A major redue- 
tion in VA buying on the part of institutional lenders, and the growing resistance 
to FHA mortgage acquisitions made it necessary for the Federal Government 
to raise the rate of interest on both types of insured loans. Characteristically, 
VA mortgages with the old 4-percent rate show in the secondary markets a dis- 
count as high as 16 percent. Four and one-half percent VA mortgages are 
usually sold at 92% with a 114-percent market fee. Since the seller has to 
acquire common stock in FNMA his actual return is only 90 percent of face 
value. 

On the FHA insured mortgages, the discounts are smaller and savings banks 
buy the 5144-percent FHA mortgages usually between 95 and 97 percent. The 
same regulations which raised the interest rate on FHA mortgages to 514 percent 
have, however, fixed the maximum discounts at 2 percent. While these ceilings 
apply only with regard to the mortgagor, usually the builder, they will make 
such loans unattractive to the local mortgage banker. In trade circles, it is 
generally expected that some new provisions will be made to allow the middle- 
man to handle this kind of mortgage. 

There is no reason to assume a great increase in FHA lending, even if this 
should be arranged. Downpayments have been lowered to 3 percent on the first 
$10,000 of loan value, 50 percent on the next $6,000, and 30 percent on loan 
volume above $20,000. Despite this reduction in required downpayments, we must 
expect that the present level of FHA mortgages will approximately be continued. 
Nor can a strong revival of the VA market at the maximum discount of 414 
percent be expected, since this still produces a considerably lower yield to the 
investor than the present market demands. 


THE EFFECTS ON THE BUILDING MARKET 


In many circles of the building industry, it has been predicted that the 
stringency of mortgage loan funds as it developed in the last 12 months would 
produce a strong decline in overall building activity. Fortunately, these appre- 
hensions have not been justified. On the contrary, the rate of building in Dade 
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ANNUAL RATE OF MORTGAGE ACTIVITY 
: U.S. MARKET 


SELECTED LENDERS 
Yearly 1952 - 1955 


Monthly Jan. 1956 to June 1957 
IN BILLION 
DOLLARS 





2. Life Ineurance Co.s 


1. Mutual Savings Banks 





DEC. DEC. DEC. OEC. DEC. DEC. 
1952 1953 1954 1955 1956 1957 


1. Mutual Savings Banks, Nonfarm Mortgage Recordings of $20,000 or less. 
2. Life Insurance Companies, Tota). Loans Acquired. 
3. Savings and Loan Associations, Total Loans Made. 


Source: Federal Reserve Bulletins 


County is proceeding at approximately the same level as a year ago, and reduc- 
tions that have occurred in the volume of certain phases of building have been 
relatively small. The trend of total residential starts in Dade County is por- 
trayed in the following table: 


| 
| 


| 1- and 2- Apartment Total dwell- 
family units units ing units 

1950 ¥ | 15, 605 3, 657 19, 262 
1951 8, 743 | 4, 65¢ | 13, 402 
1952... 12, 262 3, 369 | 15, 631 
1963..... i R 12, 266 | 5, 228 | 17, 494 
1954... idakal 12, 593 3, 476 16, 069 
1955... : 7 : 13, 509 | 2, 863 16, 372 
1956... : ! Sad 13, 284 3, 17, 004 





Source: Building inspectors of municipalities and Dade County unincorporated areas. 
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It is evident from this tabulation that the overall rate of building has remained 
fairly constant, between 15,000 and 17,000 dwelling units a year. Nor has there 
been a sharp reduction in the overall rate of building in the past 18 months 
during which the shortage of mortgage funds became most evident. This is 
shown in the following tabulation of month-to-month dwelling authorizations: 





1956—January.._.__._._._.---.-_- 1, 362 | 1956—November -___--_-__--_~- 1, 229 
a see 1, 198 | PPO DOE on acne 1, 157 
| ec a ae ee 1, 685 | 1957—January.......-......... 1, 534 
ete 1, 612 | Weer. ot 1, 259 
SESS eR we NO 1, 528 | Rs lic cians eae 1, 665 
St inia seiii canes 1, 545 | al 1, 639 
EE in ae chien ee esnmteranin 1, 277 Niessen ae e cee 2, 687 
ata eens 1, 360 | ” a Ee: | 1, 45 
September..2:2° 2s we fei -, 400 | a an ee Te oo ah 1, 239 
ati caine eencciatiaaacngieee 1, 701 | Fico ainsccuwumndia’ 1, 287 


Source: Building inspectors of municipalities and Dade County unincorporated areas. 


Still, it would be wrong to assume that the stringency of loan funds did not 
produce an effect on the structure of Miami’s building. For one thing, single 
home construction has suffered. In the 12-month period ending August 1957, 2.6 
percent fewer single and 2-family units were constructed than a year ago. This 
loss, however, has been counterbalanced by a sharp increase in the number of 
apartment-house units. 

Notable changes have been produced in the structure of the home-building in- 
dustry. Of 130 project builders who were active in the Miami-Fort Lauderdale 
area in the past 5 years, less than half will be left in active operation in 1957, 
and less than one-fifth will operate at a scale which still qualifies them as “mass” 
builders. Only 2 years ago more than 100 builders were active in the mass build- 
ing market and less than 30 were temporarily limiting themselves to small-scale 
construction, with less than 20 units a year, or were inactive from time to time. 
Only three of the remaining mass builders are expecting to do better than a 
500-unit volume during the coming year. They qualify this expectation by refer- 
ence to market and financial considerations. 

Of the 28 builders who, 2 years ago, completed more than 150 units a year, only 
a dozen or so expect to be in the mass building market at the present time. Of 
the builders who built between 50 and 150 units 2 years ago, about half are left 
in active operation, but many will not reach 50 units in 1957. Even the group that 
used to build 20 to 50 units a year, about 40 in number, has shrunk considerably. 
On the other hand, the number of small builders who constructed an average 
volume between 1 and 20 units a year has grown considerably in size, and much 
of the operative building has shifted to this group. 

Even more important is the trend in prices. The home under $9,000 has almost 
completely disappeared from the Miami building market. The mass-built home 
between $10,000 and $15,000 accounts for only a small portion of the market, 
and the majority of the new homes are in the higher price brackets. The average 
mortgage deed during the past 12 months was about 8 percent higher than a year 
ago. During this period the asking price index for old and new homes compiled 
by the Bureau of Business and Economic Research of the University of Miami 
rose 5 percent. While the stringency of mortgage funds is only in part respon- 
sible for this trend, increased prices, higher labor cost and demand for a better 
quality home are other factors—it is nevertheless an important element in bring- 
ing about higher price levels. 

Dr. Wotrr. I am Dr. Reinhold P. Wolff, professor of economics 
and director of the Bureau of Business and Economic Research at the 
University of Miami. The report, which I have filed a copy of with 
the committee, deals with the general mortgage conditions as they 
prevail in south Florida—particularly in the Miami area. I know 
that you ladies and gentlemen are particularly interested in the second- 
mortgage market. But to understand the conditions of the second- 
mortgage market, you have to take into consideration the general 
condition in which real-estate credit finds itself at the present time, 
and we may have to trace some of the developments that have led to 
this tight money market that affect both the first and second mort- 


gages. 
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The trends are in many ways similar to those as they prevail through- 
out the Nation, but there are some specific trends that have appeared 
in south Florida which make this mortgage market somewhat different 
from the national market. 

We note that in the Miami area the flow of new loan funds, although 
it has somewhat slowed down, has not come to a standstill in the past 
12 or 18 months. 

There has been a sharp reduction in the share of the governmental 
guaranteed mortgages in total volume, especially with the guaranteed 
construction loans. The national lenders, the national sources of real- 
estate credit, have become less important in the total volume than they 
were before, and the Federal savings and loan associations have 
moved to the fore and so have private lenders who were formerly 
not in the market. 

The developing stringency of loan funds has raised interest rates 
both on first and second mortgages, has increased the requirements 
for downpayment, and therefore the need for second-mortgage 


financing. 
woe fees and closing costs have become higher. Second mortgages 
are available under conditions that generally result in yields of 10 


pere wh or better than 10 percent to the investor. The recent changes 
in average downpayments in discount conditions are in my opinion 
unlikely to have very substantial effects on the market for construction 
money. 

The shortage of loan funds has resulted in increased home prices, 
also has caused a reduction of home building, but there has been a 
compensating factor, in that apartment-house building has partly 
taken the place of single-home construction. 

The flow of mortgage funds into the Miami real-estate market is 
expressed by mortgage recordings and a tabulation that I include in 
my testimony shows that there has been a rather steady increase and 
only a slight slowdown in recent recordings. 

One of the most drastic changes has occurred in relation to the 
Government-insured FHA and the VA-guaranteed mortgages. Here 
again the VA-guaranteed mortgages are the ones that have taken the 
biggest drop. The table tabulations of such guaranteed loans from 
1939 through November 1956 reveals that the drop has occurred since 
1955. Our Veterans’ Administration district office here covers more 
than Miami, but about 80 percent of the total VA loan volume has 
occurred in the south Florida and Greater Miami area. 

In contrast to VA mortgage volumes, the FHA shows a much more 
steady trend. If you will go back over the years, you will find that 
there has been not a very strong and down of the loan trends of 
FHA-guaranteed mortgages. lads I may remark at this place that 
a lot of people have quite a He y concept of the importance of this 
governmentally insured or guaranteed credit. 

Altogether such credit has hardly ever exceeded 50 percent of the 
total loan volume in southeastern Florida, with the exception of the 
years 1950 and 1951, when it had a very strong position. It has rarely 
exceeded 25 percent, and it is neebably down now to somewhat like 
20 percent of all loan volume. 

Mr. McDonoveu. But the majority of it was in the low-cost 
housing ¢ 

Dr. Wotrr. Exactly, and in the mass building. 
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Mr. McDonovau. In other words, you are saying that the conven- 
tional loans that were not guaranteed by the Federal Government 
were in the higher cost housing ? 

Dr. Wotrr. No; I don’t say that. The average might have been 
higher. What I do say is that it is quite true that the FHA and the 
VA guaranteed mortgages played a major role in what you call the 
economy house, and in the popular-priced house, and played especially 
a major role in the house that was constructed by the mass builder, 
by the builder that builds, let’s say, in excess of 50 or 100 units a 
year. 

There is where you have the strong changes that have occurred in 
the last 1 or 2 years. 

Mr. McDonoven. Dr. Wolff, the point that I was trying to make 
is that you said the majority of the people have a foggy opinion of 
the Government-guaranteed loans. What you meant to say is that 
you believe that most people believe that most housing was financed 
with that kind of loan ? 

Dr. Wotrr. That’s correct, sir. 

Mr. McDonovuen. And that is not true. In the Miami area the VA 
and FHA financed housing has always been in the minority. 

However, if the Government had not guaranteed the loans for the 
economy-type house or the low-cost house, thousands upon thousands 
of houses in the Nation would not have been built. 

Dr. Wotrr. Would not have been built. Of course I am speaking 
just of the Florida market right here, and of the south Florida mar- 

et in particular. And undoubtedly the FHA and VA loan terms 
have had a very strong influence on tight terms, interest rate, and 
other factors of conventional loans. They have been a very impor- 
tant factor in the total economy. 

But they have not quantitatively accounted for the majority of 
mortgage loans. 

Mr. Rarns. I noticed you say on page 4 of your statement that when 
it reached its peak of lending about 1950—and I assume you are 
talking about Florida—that 50 to 75 percent of all new homes were 
VA or FHA loans; is that correct ? 

Dr. Wotrr. Let me check the statement, sir. 

Mr. Rats. On page 4, I think it is. Five it is. 

Dr. Wortrr. Would you be good enough to refresh my memory 
there? I don’t see the statement. 

Mr. Rarns. You said beginning at the bottom of page 4 under 
“Conventional Versus Government Insured Mortgages” : 

Some of the sharpest changes have occurred in the market for Government- 
insured mortgage loans. 

At the time when Government-insurance activity reached its peak around 
1950, an estimated 50 to 75 percent of all new homes carried Government-insured 
mortgages. At the present rate of activity, less than 25 percent of all new homes 
carry it. 


Dr. Wourr. Yes; that statement is correct. 

Mr. Ratns. In other words, what you are saying is that FHA and 
GI loan activity, whatever the reasons are, has fallen off, and conven- 
tional lending has taken over the majority of the loans in the Florida 
area; is that correct ? 

Dr. Wotrr. Yes, sir. 
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Mr. Rains. Let me ask you one question: Is the reason for that the 
fact that there is no mortgage money available for guaranteed loans 
because with an FHA or GI you cannot have a second mortgage ? 

You realize, of course, there can’t be any second mortgage if there 
is a Government-guaranteed loan. 

Dr. Wourr. Yes. 

Mr. Rarns. Is this the reason that conventional financing is used ? 

Dr. Wotrr. No; I don’t think it is quite that way. If youjhhave VA 
and FHA financed building with low downpayments, as we had it in 
1950, you didn’t need second mortgages because your VA and FHA— 
or the combination of the two—would cover enough of the house value 
to make it possible for the home buyer to acquire a home at very low 
downpayments. 

With the increase of downpayment requirements, as it has grad- 
ually taken place from one housing act to another, and with the 
stringency of credit developing on the one hand, and higher home 
prices on the other hand, the conventional loan has come to the fore, 
has become more important, and there is where your second mortgage 
need arises. 

Your conventional loan goes at best to 75 percent—usually only to 
60 percent, and in some instances to 50 percent. There, of course, you 
need a second mortgage to bridge the gap between the home value and 
the money that the home buyer has available. 

Mr. Rarns. In Sunday’s paper—I don’t remember which one— 
I noticed a rather interesting front-page article in which it said that 
Florida mortgage recordings had reached their highest peak. 

In glancing through your statement, I see where they got that 
information, because it is in the research that you have done. 

The fact that the recordings of mortgages in Florida have reached 
the highest peak at a time when housing starts throughout the Nation 
is falling off, isn’t that presumptive that second mortgages with 
high interest rates are rather rampant in the Florida area ? 

Dr. Wotrr. Maybe it is not necessarily so, but they are rampant. I 
don’t say that they are not rampant. They certainly are. 

Mr. Rarns. What are the usual charges, if you know, on the second 
mortgages first, by way of interest rates; and second, by way of 
discounts ? 

Dr. Worrr. That depends. I have a statement there a little fur- 
ther on—and I might summarize this one if you will allow me to 
come to that. 

Mr. McDonovuen. Before we get off of this point, can you tell us, 
as you have stated that the conventional money market has been sav- 
ing the building market more than the Government loans here lately, 
that if that is true, are they meeting the demand of the public to 
provide homes for the people that want to buy them, or are they 
restricting the market because of that kind of financing ? 

Do you ‘get the point of my question ? 

Dr. Wotrr. Yes, would you allow me to answer that question as we 
come to the effects on the building market. I have that in a separate 
section. 

May I answer Mr. Rains’ question first, and your question as we 
come to it? 

Mr. Rains. You may proceed. 
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Dr. Wotrr. Mr. Rains asked the question what the conditions are 
as to second mortgages. 

For second mortgages, the rates of interest, the terms of the loans, 
the premiums, the discounts, the charges, are much more varied 
and much less uniform than they are for first mortgages. 

They cover a very wide gamut between some very reasonable 
charges and some very high charges. I would say in general they 
are much higher for loans that are not purchase price loans, but are 
loans that the owner of the house puts on the house additionally to 
the mortgages he has already, to get some additional financing maybe 
for some home repairs or some other needs or desires he may have. 

They are less high for purchases of houses, but they are high 
enough even there. 

The usual term now is 6 to 8 percent of what is called a balloon 
mortgage. You are all familiar—— 

Mr. Rarns. Six to eight? 

Dr. Wotrr. Six to eight percent is the usual rate of purchase price 
money nominally. That is nominally—not necessarily really. But 
the nominal rate is usually 6 to 8 percent, and more rec ently has 
tended toward 10 percent. That is a nominal rate and that is not 
necessarily the amount of interest the home buyer eventually will pay, 
which I shall explain. 

Mr. Rains. What is the legal rate? Ten percent is all you could 
charge without violating the usury law; isn’t it ? 

r. Wotrr. Ten percent is the State usury law. 

Mr. Rarns. Is that on contracts as well as mortgages 

Dr. Wotrr. On any type, and the mortgage is legally void if it is 
found that the rate of interest is in excess of 10 percent. 

Mr. Appontizio. Did I understand you to say that most of these 
second mortgages are placed for reasons of repair ? 

Dr. Woxrr. I did not say that. I said that the rate is higher on 
second mortgages if they are not used for the purchase of a home, 
but for some other purpose, such as for the repair of a house or for 
some other needs that the homeowner may have. 

In other words, he gets a better rate for a purchase price mort- 

gage than he gets for a second mortgage he puts on to get additional 
financing. 

Mr. Wipnaty. What is the usual term of the second mortgage? 
What would be the average term ? 

Dr. Wourr. The average term is also very different. I would say 
that 3 to 5 years is more common, but some builders allow 10 years. 
May I describe the process, how it develops from the viewpoint of 
the builder ? 

The builder goes to the First Federal Savings & Loan Association, 
or to some of the other associations, and gets a conventional loan that 
covers maybe 60 percent of the value. 

Then the builder is concerned with the financing of the remainder. 
Usually his loan on the first mortgage will cover the cost of producing 
the house. Then he has to buy a lot, which is usually 20 percent, or 
around 20 percent of the value price of the house. So he has to 
arrange for some second mortgage financing. 

The most common practice is that he will finance it himself. He 
will extend the purchase price money mortgage to the buyer of the 
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house and he will either keep that mortgage in his portfolio, or he 
will discount it to a mortgage broker. 

In other words, he will get money for the mortgage. 

Whether he will do the one or the other is dependent on his own 
decisions, his own financial funds, and many other conditions. The 
typical situation is this, that the builder will discount the mortgage. 
The more typical situation is that he will discount the mortgage, and 
if he discounts the mortgage, he gets 25 or sometimes even less off 
from the purchase price, and he will be inclined, naturally, to shift 
that to the buyer. 

Mr. Rains. Let’s get on that just a minute. That is what is hap- 
pening with second mortgages. Take the case you have just illustrated, 
where the builder must take a second mortgage. In order to get his 
money, he has to sell it at a discount. 

What rate did you tell me he may take on a discount on that second 
mortgage 4 

Dr. W ouFr. That depends on many circumstances of the case. There 
is really a great variety. I would say that 25 percent is a pretty good 
typical figure, as much as I am informed. 

Mr. Rarns. Of course the average builder can’t stand that kind of a 
deal on everything. So what he does is to pass it on to the home 
purchaser. He is forced to pay 25 percent more for his house than he 
would were it not for that practice. The home buyer is the man who 
gets stuck, isn’t that right? 

Dr. Worrr. Quite so. Quite so. Of course, the second mortgage 
market then, ladies and gentlemen, does function quite well. It would 
be wrong if you would assume that this is all just a loan shark’s 
business, and that the purchaser pays far in excess of the rates that 
the builder runs. 

Actually, the market here in Miami has run to the point nowhere 
the amount of the discount or the amount of the extra premium that 
the buyer pays is pretty well correlated to the risk that the builder 
or the investor of the mortgage runs. 

In other words, if you deal with a house that is sold to a good 
home buyer who has a good equity in the house and who is a reliable 
man, and you have a well-built house, you can assume that, actually, 
the builder will be in a position to either hold the mor tgage or to dis- 
count it at a very low discount, and that the rate that the buyer of 
such a house will pay will be not very much in excess of 8 percent, 
or, let’s say now, certainly not in excess of 10 percent. 

Mr. Apponiio. Mr. Wolff, if: this practice continues, don’t you 
believe it is dangerous ¢ 

Dr. Wotrr. It certainly is a dangerous practice. Any high loaning 
on inflated house values is as dangerous as loaning on automobiles or 
any other type of commodity; yes. It is a very dangerous practice. 
It is a very unsound practice, but it is a practice that is by no means 
limited to the home market. 

Mr. Apponiz1o. Do you have anything to offer in the way of a solu- 
tion to this problem ? 

Dr. Wotrr. The problem is deep rooted in the total present cyclical 
condition of our market and our boom conditions. It is a national 
condition, not a local condition at all. As long as people will want 
to spend next year’s salary cheeks this year, and as long as business 








88 COMMUNITY FACILITIES AND MORTGAGE CREDIT 


enterprise expends for requirements 10 years from now instead of 
the requirements of today, we will have a psychology which encour- 
ages this kind of unsound practice. 

“Mr. McDonover. Mr. Wolff, you have recited a situation here on 
short-term loans, not long-term loans, haven’t you ? 

Dr. Wotrr. I have recited a situation that is most prevailing for 
medium- and long-term loans. 

Mr. McDonoveu. Do you mean it is customary practice to take as 
much as a 25-percent discount on long-term loans here in Florida? 
It is a customary practice 

Dr. Wotrr. I would say that the builder’s discount of 25 percent is 
fairly customary; yes, sir.. I would say it is widespread. 

Mr. McDonoven. They can sell second mortgages for less than that 
much discount to FNMA. 

Dr. Wotrr. We are speaking of conventional loans. 

Mr. Bers. Professor, could I ask you a question? How does this 

25- percent discount at present compare with the discount of 2 years 
ago, or 5 years ago! 

Dr. Wotrr. I think we have a discount condition on second mort- 
gages of that kind. I have not made a study to exactly try, by some 
sample test or some other way, to establish the exact amount of cus- 
tomary discounts, and I cannot say, but I would say that my guess 
would be that we rather have had a rise in these discounts, and, ' very 
often, where discounts are not made, you have other forms of evading 
the usual loss by extra loan charges and kickbacks and other things 
that are actually placed on the mortgage buyer. 

Mr. Rarys. Your statement answers his question. You say in your 
statement that back in 1950 you reached the peak of loan activity 
under FHA and GI loans, and that since that time the conventional 
loan has been stepping in. Of course, you know, and we all know, as a 
matter of fact, that there couldn’t be any second mortgages in that 

ak activity in 1950, and there wouldn’t be any now if they were 

making FHA and GI loans. So what we are up against here is a 
situation where lenders are refusing to make Gov ernment-insured 
loans, which is the best investment that any banker in America can 
make any time, because it is as good as Government bonds. They are 
avoiding these and making high interest rate conventional loans; isn’t 
that correct ? 

Dr. Woxrr. I wouldn’t put it in this general form. I think that is 
oversimplifying the situation somewhat, Congressman Rains. I think 
that oversimplifies the situation a bit. We “had in 1950 and 1951 a 
flurry of VA loans. At that time, FNMA was very active. Don’t for- 
get one thing, ladies and gentlemen—and that is so often overlooked— 
the thing that has backed up the VA loan has been FNMA, to a very 
large extent. That FNMA business has two sides to it. There is a 
subsidy at the expense of the taxpayer involved in it—in other words, 
FNMA exists on an appropriation that Congress makes to FNMA, 
and very often this subsidy has not gone into the hands of the home 
buyer, but of some middleman, or some people who took advantage 
of the situation generally to put.it into their pockets. 

I am very well conscious of the great merits of the VA and the FHA 
program for promoting home ownership for the American people, but 
we had abuses in FNMA, too, and we have great disadvantages in 
FHA, too. FHA is very selective, and a lot of builders cannot use 
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FHA because of conditions that FHA, more or less arbitrarily—-and 
maybe for good reasons—imposes. 

Mr. McDonoven. Mr. W olff, your reference to FNMA being sub- 
sidized by the Government. It is true we are providing a subsidy, 
if necessary, but it has never been necessary. FNMA has operated 
at a profit to the Federal Government. The only cost is the admin- 
istration. The purchase of the mortgages by FNMA has leveled off. 
As far as FHA Selawi selective, which you state, that is necessarily so, 
because it is a nationwide policy, and it has to be selective. You 
couldn’t establish a policy that would meet all conditions in all parts 
of the country. 

Dr. Wotrr. I am not critical of FHA, noramIof VA. I only say, 
from the viewpoint of the builder and the home buyer, there are cer- 
tain disadvantages, too, in either form of financing. 

Mr. Ratrns. Let’s get along with the statement. Do you have any 
more of the statement itself before we proceed with further questions 
and answers ? 

Dr. Wotrr. I would like to emphasize that, despite the shortage of 
mortgage money, building in southeastern Florida has proceeded at 
a higher rate. That was a question that you asked for. We have 
seen certain shifts. Mass building has decreased. The economy 
house has almost gone out of the window in Dade C ounty, and it has 
been reduced in other parts of south Florida. You have a certain 
reduction in home buying, an increase in apartment-house financing, 
but, by and large, despite the shortage of mortgage funds, home build- 
ing is still at a very high level throughout southeastern Florida. 

Mr. Rars. Has the demand been met? Is there still a demand for 
new homes, even under present adverse financing conditions ? 

Dr. Wotrr. The demand has, in general, not been met. The de- 
mand for the economy type of home is not met at the present time. 
Prices have risen. It is difficult to get financing for a builder who 
builds, let’s say, a $10,000 home, and there is still a big demand for 
this type of home, and it is not met at the present time. 

Mr. Apponizi0. In other words, you expect this situation to con- 
tinue into next year in south Florida ? 

Dr. Wotrr. South Florida can probably keep on an even keel, sir. 
But the general stringency of mortgage money is more likely to con- 
tinue than not, because lately the Federals have found their saving 

rate reduced, and there will probably be less money available next 
year, according to my opinion. It is all a question of the future; the 
stringency, the shortage of mortgage funds will be highly emphasized 
and accentuated next year more than now. 

Mr. Rats. Are big insurance companies in the lending market in 
Florida ? 

Dr. Wo.rr. The insurance companies are still in the lending market, 
but as you may well know, the general loans made by insurance com- 
panies nationwide—my chart shows that—is on a declining trend. 

Mr. Rains. Does that chart show Florida in the same ‘shape, on a 
declining trend for the insurance companies / 

Dr. Wourr. Yes, sir. It probably would, if we had exact figures. 
The worst beating was taken by the money that comes from the eastern 
savings banks, since they are very much limited by law to VA and 
FELA | guaranteed mortgages, they have suddenly taken a terrific beat- 
ing. They have almost withdrawn from the market. 
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Mr. Rarns. Mrs. Sullivan, any questions? 

Mrs. Sutuivan. I would like to ask Mr. Wolff: What is happening 
to the homeowner who must have, out of necessity, a low-priced home / 
What kind of living quarters are available tothem? Are they able to 
buy anything, or is there rental property in which they can live? 

Dr. W otrF. There is rental property, but rental property has gone 
up in price, too. The situation here in south Florida is, of course, very 
strongly influenced by our large rate of inward migration. We have 
a lot of folks turning up here in Florida that had homes before in 
northern cities. 

If and when they are able to sell those homes and to acquire prop- 
erties, they are not in bs id shape, because property prices here compare 
favorably with the North. 

But if they don’t have that kind of money, if they have to find some- 
place to live, and cannot make these high downps vyments and pay these 
high charges for second mortgages, they are in pretty bad straits be- 
cause rental property is not available at very cheap rates. 

Mrs. Sutiivan. Is that type of person being forced then to buy 
homes beyond their capacity to pay for them? In other words, they 
are going deeper into debt, and that is going to make it almost impossi- 
ble for them to carry on? 

Dr. Woxrr. I would not say they are forced. I would say they are 
tempted, because they can’t always find some rental ploperty to rent. 

Mrs. Suttivan. The solution has not been found to give them ade- 
quate housing of the type that they can afford to pay to meet their 
needs ? 

Dr. Wo.rr. Let’s be quite frank about it. Most people want to buy 
beyond what they really could afford. Most people think that their 
income will rise, once they get settled here, that they will make more 
money, that they always can lease the property. That they always 
can sell it at a profit. 

Therefore, people in general have shown the trend for the better 
class homes, the 2-bathroom home, as contrasted to the 1-bathroom 
home, just as they have shown preference for the better type car in 
preference to the inexpensive, cheap car. 

Mrs. Sutrivan. When they buy that expensive home that they really 
can’t afford, are many of them being forced then to give it up because 
they can’t keep it up? 

Dr. Woxrr. Strangely enough they don’t. Even with the balloon 
mortgages that are an awful nuisance, even with these balloon mort- 
gages where they pile one mortgage right on top of another and always 
pay a loan fee every time they take out the new fin: incing, even with 
these balloon mortgages they seem generally to hold on to their homes. 

They feel they have e an investment. an equity in the home, and they 
would rather go deeply and pay excessive loan fees, than give up the 
home. 

Mrs. Sutiivan. Would a recession hurt them, or would it take a 
real depression 

Dr. Wotrr. In the Florida market the recession wouldn’t hurt too 
badly, because we have that large stream of immigrants, or people 
Ww always will take up the slack. 

A depression, of course, would create—even a depression of the 
housing market alone—would create a very disastrous condition. 
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Mr. McDonovueu. Mr. Wolff, your last paragraph of your statement 
I think is a good summary of what you have just been saying, that 
the $9,000 and $10,000 house is practically off the market, that people 
want a better house, and will pay more money for it. 

As an economist, don’t you think this is a good thing for the indi- 
vidual to seek a better home, if he can maintain it. But are there any 
large number of people denied houses in this area who can’t afford to 
pay $15,000 for a house, and cannot find financing for less than a 
$15,000 house ¢ 

Dr. Wotrr. You are asking a very difficult question because defi- 
nitely there are $10,000 and $i] ,000 houses still in the market. But I 
have noticed that construction people who build these $10,000 and 
$11,000 are very selective. They look, since they have to take pur- 
chase price money, second mortgages—they are very selective. They 
try to get those people whom they are sure are qualified buyers and 
who will be sure to have an equity in the house and hold on to it. 

So, in a sense your statement is quite true, sir. There are probably 
a great deal of people who are denied low-cost housing at the present 
time. Whether these people are meriting or deserving to own a home 
may sometimes be a question of debate. 

Mr. McDonoven. Aren’t they even more selective to the person who 
seeks a $15,000 house; if they are that selective for $10, 000 and $11,000 
houses, they are even more selective of the person in the $15,000 class. 

Dr. Wo.rr. The competition is larger in that type of house. You 
would have the competition among ‘sellers that is larger than it is 
among the lower price houses. 

Mr. Rarns. Mr. Betts? 

Mr. Berrs. I have no further questions. 

Mr. Rarns. Mr. Widnall? 

Mr. Wipnau. Professor Wolff, isn’t it true that nationally the num- 
ber of conventional mortgages is about the same, but they enjoy a 
greater percentage of the mortgage market today? Isn’t that so? 

There actually hasn’t been a tremendous increase in conventional 
mortgages. 

Dr. Woutrr. Yes; there has been. Our total mortgage indebtedness 
has risen very high. I think we have now $100 “billion worth of 
total national indebtedness on houses of 1 to 4 dwelling units. That 
figure has risen from year to year, and it is still rising, though at a 
lower rate. 

My guess would be that the conventional mortgage in this rise 
has played a larger role than the VA- and the FHA-guaranteed 
mortgage. 

Mr. Wipnaiu. I have seen some figures recently that indicated a 
national increase in conventional mortgages of 4.6 percent, while FHA 
and VA mortgages have been going down greatly in percentage. 

Dr. Wourr. Yes. 

Mr. Wipnatu. VA by about 50 percent and FHA by about 25 
percent. 

Dr. Wourr. That is quite likely so. 

Mr. Wipnati. So while they are enjoying a greater percentage of 
the market, the number of conventional mortgages hasn’t ereatly 
increased. 

Dr. Wotrr. Well, it is a question of what you call greatly—a billion 
or two a year is maybe not greatly in the present market. 
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Mr. Wipnatt. Four and six-tenths of the market, compared with 
previous conventional starts, a 4.6-percent increase isn’t a great in- 
crease in conventional mortgages. 

Dr. Wotrr. I still think that is pretty steep for 1 year. 

Mr. Ratns. Mr. Barrett ? 

Mr. Barrerr. Mr. Wolff, you pointed out that the builder may take 
the second mortgage and discount it at his pleasure. 

When would the owner be notified that the builder is going to 
discount this second mortgage, and when would the costs be handed 
over to him ? 

Dr. Wotrr. Upon assignment. The builder will have the mortgage 
first made out in his name. In some instances he may have—I am 
not too familiar with that practice—he may have made it out already 
to the investor to whom he intends to discount it. 

But usually the builder will have made out the papers in his name, 
will assign these papers to the bank or investor or whoever he gives 
them to, and then the new mortgagee will—the new creditor—notify 
the homeowner of the taking over. 

Mr. Barrerr. Is that stipulated in the agreement at the time of the 
contract ? 

Dr. Wotrr. This is usually not stipulated in the agreement between 
the builder and the homeowner, 

Mr. Ratns. We could spend the day with you, Doctor. You have 
made a very informative and enlightening statement. There are a 
lot of other things in it we would like to go into. It will be included 
in the record. Thank you very much. You are a very good witness. 

The next witness is Mr. Bowen Nelson of the Nelson Mortgage Co., 
Inc. 

Come around, Mr. Nelson, and have a seat. 


STATEMENT OF BOWEN NELSON, NELSON MORTGAGE CO., INC., 
REPRESENTING THE GREATER MIAMI MORTGAGE BANKERS 
ASSOCIATION 


Mr. Netson. I have prepared the speech, so I will read it. 

Congressman Rains and other members of the Subcommittee on 
Housing, it is a pleasure to appear before you today to express my 
views and those of members of the Greater Miami Mortgage Bankers 
Association on the manner in which the provisions of the Housing 
Act of 1957 are worked out. 

Since talking to your chief counsel, Mr. Robert Poston, on his re- 
cent trip to Miami, I have given this subject considerable thought. 
[ called a special meeting of the mortgage bankers association, of 
which I am president, so I could bring its views directly to you. 
I sent out a letter to all members pertinent to this matter, and in 
addition I have talked to many friends in banks and other lending 
institutions. 

First, I would like to bring to you the views of the members of the 
Greater Miami Mortgage Bankers Association. 

Mr. Ratns. Mr. Nelson, would you mind pulling the mike a little 
closer to you, please. I know the people in the audience would also 
like to hear this. We want them to hear. 

So you may proceed. 
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Mr. Netson. No, 1, it was definitely agreed that a 2-percent dis- 
count and a 1-percent commitment fee w ould greatly hurt the mort- 
gage business and keep a lot of life-insurance companies and banks 
from purchasing FHA mortgages. 

Two, members went on record requesting that all restrictions be 
removed, and the FHA law be changed to this effect. They would 
like to see mortgages stand on their own footing, with the purchaser 
paying what he is willing to pay and the loan originator selling for 
whatever price he can get. 

Three, the association feels it is definitely un-American to place re- 
strictions on one industry and leave other businesses free to operate 
as they like. It also feels these restrictions present temptations for 
certain people to attempt to circumvent the law. 

Four, it was recommended that the interest rate be increased to 6 
percent, if necessary, but the organization does not mean it would sell 
for 6 percent if loans could be sold for the present rate of 514 percent. 

Now for my own thinking on this matter 

One, I go along with the "idea that if we have to operate under this 
law, then we should have a more realistic discount, and in my opinion, 
a 4-percent discount and a 1-percent commitment fee is required. 

Two, restrictions do not create money, and I feel that they should 
be lifted as soon as possible. I feel a 5-percent overall discount is 
necessary in order to do business with many of our savings banks and 
life insurance companies. 

In Massachusetts, for example, the State charges a fee for buying 
mortgages out of the State. Also, when mortgages are placed from 
outlying areas, such as Key West, they are harder to sell and service 
than those located in Dade, Broward, and Palm Beach Counties. It 
must be realized that lending institutions located at a distance must 
pay one-half of 1 percent servicing fee and this must be deducted 
from their net yield. Out-of-St ate mortgage financing is our life- 
blood, and without it there would be little local building under FHA. 

Gentlemen, I cannot impress on you too much the seriousness of 
the situation. FHA has meant a great deal to me. I first started 
handling FHA loans in 1937 for Prudential Life Insurance Co. In 
1946 we started our own servicing department and got other outlets. 
I would estimate that 40 percent of the loans we are servicing are 
FEHA’s. 

‘The constant change in FHA interest rate and other regulations 
has kept us in a state of confusion all year. When FHA’s were bring- 
ing 4 and 414 percent, I went along with the idea that the interest 
rate was too low. However, since then it has been raised to 434, then 
5, and now 544 percent. An added increase in the FHA interest rate 
is not the solution of our problem. 

With FHA’s at the present figure, mortgage purchasers can buy 
municipal tax-exempt bonds eliminating emplovees and other over- 
head expenses and make almost as great a yield. The Government cur- 
rently is issuing bonds at 4 percent, and if it keeps on raising its in- 
terest rate, FHA will have to raise its interest rate accordingly. 
Where is it taking us? 

In my opinion, conditions would be healthier to leave the interest 
rate alone and raise the discount to 5 percent. That certainly would 
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make it easier to do business with many lending institutions unable 
to make loans under the present setup. 

There is a line of thought to the effect that some banks and life-in- 
surance companies don’t “have the money to buy mortgages even if 
they could get them as low as 85 percent, and other companies simply 
don’t have the funds to buy. 

I think it would be a healthier situation if all FHA purchasers had 
at least a 10 percent equity in their homes. This would make for more 
conservative mortgages, and might help fight inflation. 

In our own office, for example, half of our delinquent cases last 
month were on GI properties bought 7 years ago when the mortgages 
covered everything—even the closing costs. ‘When the homeowner 
has an equity of even closing costs, our servicing problems are greatly 
reduced. 

Looking over our FHA portfolio, I would estimate that three- 
fourths of our borrowers make $5,400 or less a year. In the 10 years 
we have been servicing FHA’s, we have had only 1 foreclosure—that 
a family which moved out of the State and rented its home—but if 
the interest rate keeps mounting, many of these deserving lower- 
income folks will not be able to own homes. They won’t be able to 
qualify creditwise. 

It seems to me more attention should be given to encouraging our 
people to save, rather than spend. ‘Too many never have been trained 
to save, and they buy on the installment plan, for as little down as 
possible, all their credit will allow. 

Some people may disagree on this thought, but many times it seems 
to me we are retracing the pattern of the 1920’s. One savings bank 
paying a higher interest than another on deposits, the interest rate on 
mortgages spiraling. 

It has been rumored here that one of our local savings banks soon 
will come out with 4 percent interest on deposits. In the 1920’s they 
were paying 5 and 6. The banks have to get a higher yield on loans 
in order to pay these higher rates on deposits. 

It is time to stop when we have our banks competing with each 
other in raising interest rates on savings. ‘There is no more money 
in circulation. It just changes from one bank to another. 

The average going rate today for conventional loans is 6 percent. 
Most mortgages are placed for 15 to 25 years. The purchaser’s income 
is pledged for that period, yet the increasing cost of living makes it 
harder for him each year to meet his obligation. 

Second mortgages, especially the balloon type, is the quickest way 
for these people to lose their homes. We do not handle second mort- 
gages, and try desperately to avoid one being placed. They cannot 
be placed behind FHA loans. But where is it all going to stop? 

Increased interest rates on mortgages is not going to stop it. In- 
creased interest on savings accounts is not going to stop it. Restric- 
tions don’t create more money. 

Some people will tell you that 8 and 10 percent interest built this 
country. In my opinion, 8 and 10 percent interest caused the greatest 
depression the United States has ever known. 

Perhaps most countries of the world today have inflation, but I s: 
it is time for us to stop. It is time to do away with ceilings ha 
restrictions. It is time big business and labor sat down together and 
worked this out. They could do it, too. 
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The philosophy has been: Living costs are going up, so try to do a 
little more business each year so you can raise salaries. This is a false 
philosophy, and it is time to level off. It can be done without a depres- 
sion or recession if we can get capital and labor together. 

Inflation can be fought in another way, too. ‘Quoting from Busi- 
ness Week for September 14: 

Steadily rising spending on public works alone is keeping the totals ahead 
of a year ago. And highways more and more are emerging as the public works 
mainstay as the new Federal program slowly gets going. 

Public works outlays last month broke all records at $1% billion, a round 
10 percent higher than the August figure a year ago. 

Looming large in that total was $620 million for highways. This was $75 
million more than ever before was put into roads in a single month. And it 
was $90 million, or 17 percent, better than the same month last year. 

I am a firm believer in the Federal Government letting each State 
build its own roads, and take care of other State affairs, thus elim- 
inating these grants. If industries of the Nation were in a serious 
condition, then it would be time to spend money in this fashion. 
Now is the time to stop, if we get anywhere in fighting inflation. 

Some say we are on the verge of a recession, and we have to have 
restrictions made by the Federal Reserve banks to help stop inflation. 
For that matter, people on small pensions, the elderly with small 

rental property, have been in a recession for some time, for their dollar 
certainly won’t go very far these days. 

During the depression of the 1930’s we needed inflation, for every- 
thing was underpriced. But it is time for this to stop. The cost of 
living has doubled in the last 20 years, and the dollar is worth only 
one-half its value of 20 years ago. 

We must stop inflation. We must do something to eliminate the 
confusion in our industry and many others, for if it isn’t stopped it 
will in time change our way of living and our present form of 
government. 

There should be a tax reduction to encourage small business, now 
struggling for its very existence, or it eventually will be eliminated. 
Small business is vital to the American way of life. We are going 
too strong toward big business, big unions, and big government. 

It is high time we did something about it, and, gentlemen, you can 
do your bit by giving us a workable FHA law. If we have to have the 
restrictions until Congress meets, make the discount realistic. FHA 
means a great deal to this community. Let’s keep it on a sound, work- 
able basis. 

Mr. Rarns. Mr. Nelson, I don’t have much hair on my head, but 
what little I do have, when you get to talking about that depression 
business, stands up. ‘That is a very down-to-earth statement. With 
a lot of it, lagree. 1 want to thank you in the beginning for present- 
ing, first, as I rec ognize, your ni ition: al org: wniz: ation’ Ss view Ss, and then 
giving us the benefit of your own viewpoint. 

The thing that I think we had better truly look at in your state- 
ae is on page 4 where you say, “But many tiene: ‘it seems to me, 
we are retracing the pattern of the twenties.’ 

Tou a little comment: The Banking and Currency Committee, 
of which we are a part, fathered HOLC. We finally wound it up, 
and I would like to say to the people, we wound it up with a large 
profit for the United States Government. It saved homes that went 
under the auctioneer’s hammer, many of them simply because people 
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were unable to meet the balloon second- and even third-mortgage 
ayments that backed up conventional loans with a high rate of 
interest. 

Isn’t that a true statement—that that helped to bring about the 
necessity for HOLC? 

Mr. Netson. Yes, sir. I just happened to work for HOLC myself, 
so that istrue. We refinanced 2,400 homes here in Dade County alone. 

Mr. Rarns. I would like to say too that this committee is not 
charging that the making of second mortgages is a crime. I don’t 

want anybody to misunderstand. We understand and know it is 
allowable by law under conventional financing. 

We know, of course, that it is not allowable under the law on FHA, 
and by regulation, for all practicable purposes, by the VA. 

But we are concerned, Mr. Nelson, as you are, with the prevalenc e@ 
of high discount second mortgages backing up these first conventional 
mortgages on these homes. 

I don’t know that it is nationwide, and yet in my own State of 
Alabama I hear the practice going on all around by people who accept 
these big balloon second mortgages. 

So what would you suggest ‘that the C ongress do? 

Mr. Nexson. Right here, as our mortgage bankers under FHA have 
suggested, make a realistic discount so we can sell these mortgages. 

Another thing, I think in my opinion—this is my opinion—I think 
sometimes the C ongressmen—m: aybe for political reasons or any other 
reasons, are trying to overdo this housing thing. 

Back in the twenties very few people owned their homes. Those 
who did, saved up and bought them—and maybe finally lost them. 
We want a healthy building program, but we don’t want it to get 
out of hand, either. 

Mr. Rarns. You heard me ask Dr. Wolff the question if he thought— 
and I will ask you the same question—if the home-building business 
has reached the saturation point in south Florida? Do you think 
it has? 

Mr. Netson. Oh, no. The way Florida is growing, we need houses, 
and people are coming in here all the time. It will be a long, long 
time, if ever—with houses priced right where people can buy them. 

Mr. Rats. They still need houses if we can get them in a market 
where they can pay for them; is that correct ? 

Mr. Newson. Yes, sir. 

Mr. Ratns. Getting back to the second mortgages. Is most of the 
conventional lending done by savings and loan associations in this 
area, * by insurance companies, or by banks ? 

Mr. Netson. I am just guessing now—I don’t have any figures—I 
would imagine the Federal savings and loans do 50 percent of the 
business, at least right now, anyhow, or more. 

Mr. Rarns. I think nationwide—these are just round figures— 
that the savings and loan industry does about one-third of all the 
mortgage financing, either FHA, GI, or conventional. You think 
they do: about 50 percent here ? 

Mr. Netson. We used to be able to compete moe them with life 
insurance funds. But in the last few years they can beat us pretty 
bad. In a lot of cases they even beat FHA—if that answers your 
question—I mean in dollar amount and in locations and different 

things. 
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Mr. Rains. What about the interest rate ? 

Mr. Nevson. I think—at least our interest rate of the life insurance 
companies is always just a little bit less than the savings bank. But 
they can put their loan on record and by the time we get a credit re- 
port, by the time we get an appraisal—it takes us about 10 days to 
send the loan off and get it back—they can have it in a couple of days. 
They whip us to death on time. 

A lot of the people want to get in there the next day after they buy 
a house. 

Mr. Rarns. You mentioned discounts. When the Congress wrote 
the Housing Act last year, out of 435 Members in the House. of course, 
there was a division on the idea. But there was a great demand 
generally that there be some kind of curbing or at least “regulation of 
discount. 

We heard, and I am sure it could be verified—it was verified—that 
throughout certain areas of the country discounts on Government- 
guaranteed mortgages were as high as 6, 7, and 8 points—some 
places 10. 

So the Congress felt there should be placed into somebody’s hands 
some authority with which to attempt a reasonable regulation of 
discounts. In the act which this committee reported, the FHA 
Commissioner is charged by the Congress not with setting discounts 
at any particular point at all, but taking into consideration ‘geographi- 
cal locations, the type of the mortgage, and other factors with estab- 
lishing a reasonable limit on discounts. 

What would you say is a reasonable discount in Florida ¢ 

Mr. Netson. This thing varies from time to time. Right now I 
still maintain we need a 4 point discount and 1 percent commitment 
fee. You understand what a commitment fee is? 

Mr. Rarns. Yes, sir. 

Mr. Netson. Right now in order to get certain banks, that. were 
buying back, into the mortgage business that will take that and 
let us make a point, or otherwise we can operate on 4 and if some 
banks will buy them at 4, we will lose our point, which I don’t think 
you gentlemen want us to do. 

Mr. Rarns. No. 

Mr. Netson. I think the difference—we have some on better 3-bed- 
room, 2-bath homes. But we have people who want 2-bedroom homes 
and 1 bath. IT have no more outlet for that type of home, and I think 
very few in town have. All the mortgage buyers that are willing to 
buy today with a 3- percent discount, it must be a 3-bedroom and a 
9-bath. That is my experience. 

Mr. Rarys. Over how long terms does he usually spread that foan? 

Mr. Netson. Twenty-five years for a new house. 

Mr. Rats. Mr. McDonough ? 

Mr. McDonoven. Mr. Nelson, I appreciate the substance of your 
statement. I think you have made a very plain statement of condi- 
tions here. JI don’t know whether all you have said would apply on 
a nationwide basis or not. 

However, the point you brought up which intrigues me is your pro- 
posal that capital and labor sit down and try to settle their differences. 

That is a big problem. I would like to have you expound a little 
more on it, just what might be done. 
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Mr. Netson. I ae a theory—it may be silly—but I would say 
if the President would call in—let’s go back first. My theory is this. 
Everything today is based on steel, just like cotton used to be money 
for the South, you have got steel tod: ae is so much money. 

If we could regulate by persuasion—I don’t mean laws yet, but 
first go at it by persuasion. If the President would call all the big 
unions together, connected with the steel industry, and get an innoc ent 
arbitration board to sit in on ns and if it took it, they would get down 
on their knees and stay there for 30 or 40 minutes, and he would come 
up with an answer to save Asien. Otherwise this country is going 
to be gone with inflation. 

I think steel is the commodity—if that was adjusted, settled, and 
leveled off, everything else would fall in place, even our mortgages. 
All of this talk about what we can do and ever ything else we can do 
is not going to amount to anything until we settle it up higher above. 

Mr. Berrs. What you mean is a wor king agreement between capital 
and labor to stabilize wages and prices; is that right? 

Mr. Nexson. If the public will know that steel is not going to con- 
tinue to go up and that labor in connection with steel is not going to 
continue to go up, I think the rest of the thing would fall in line. 

Mr. McDonovueu. Of course you are pointing everything in the 
direction of one commodity in the belief that it is basic in this coun- 
try as far as the economy of the country is concerned. 

‘Mr. Nexson. Look around here. Everything you see is connected 
with steel. 

Mr. McDonoven. I understand your point of view. The difficulty 
involved there is to get all of the other unions to agree with the 
philosophy that steel might establish at such a conference—— 

Mr. Netson. It is not the difficulty. It is getting them together, 
and it has got to be done. 

Mr. Poston told me to give you my opinion. 

Mr. Rats. That is what we want. You goright ahead. 

Mr. Barrett. Mr. McDonough, would you y ield for a question ? 

Mr. McDonoven. Yes; I will yield, Mr. Barrett. 

Mr. Barrett. Is it my understanding that you advocate wage and 
price controls? 

Mr. Netson. No, sir: I do not. 

Mr. McDonoven. In other words, you believe in a conference of 
capital and labor called by the President of the United States, and in 
the belief that the faith in the future of this country of those two 
creat forces would find a solution to prevent further inflation and 
further oan iation of the money of this country ? 

Mr. Netson. I believe this, if the President would go to the people, 
he doesn’t have to do anything but throw a big scare into big business 
and big unions, he could get. them together. And until we do get 
them together, inflation is going to rule all of us. 

Mr. Apponiz1o. Mr. McDonough, will you yield, please ? 

Mr. McDonovaeu. Yes: I yield. 

Mr. Apponiz1o. May I just point out that it is my understanding 
that Walter Reuther, who is head of the UAW, said that he would 
certainly limit any demand for an increase in wages if the price of 
the 1958 automobiles came down $100. That was turned down flatly 
by both the automobile manufacturers and the White House. 
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Mr. Netson. I am not familiar with that. If he sincerely offered 
that—I am not against capital; I am not against labor, but they need 
better get together. 

Mr. Berrs. Would you yield there just a minute ? 

Mr. McDonovuen. Justa minute. I have another point. 

Getting down to a more practical basis, do you think we should have 
a more effective saving and thrift program on in the United States 
for the people? 

Mr. Netson. Absolutely. 

Mr. McDonoveu. In other words, we should encourage everyone to 
save as many dollars as they possibly can out of their paychecks each 
month ? 

Mr. Netson. It will work two ways. 

Mr. McDonoueu. All right, we will presume we have got that into 
effect and people are saving, and your institutions and the savings and 
loan associations and others have a lot money on hand. 

What are they going to do with that money ? 

Mr. Neuson. They aren’t going to have too much money on hand, 
as bad as the mortgage mar ket is tod: ay. Maybe they will bring these 
mortgages back to par where they should be and we won’t have to be 
selling them at a discount and the builder be paying part of his profit. 

Mr. McDonovenu. You will admit we have in the savings institu- 
tions in the United States today more money than we have had in the 
history of the Nation ? 

Mr. Netson. I didn’t admit that. 

Mr. McDonoven. Don’t you admit that? 

Mr. Netson. I haven’t seen the figures. 

Mr. McDonovuen. It is true, we have more money, more of the peo- 
ple of the United States have saved their money, than we have ever 
had before in total dollars. 

Mr. Netson. With the size of the population, I don’t know. 

Mr. McDonovueu. The problem from there on is to find out what the 
institutions are going to do with that money. When they start 
loaning that money out and charging an adequate rate of interest to 
provide for their administration ‘costs and whatever profit they can 
get out of the money, that’s when you start your trend toward in- 
flation, because the ave ‘age person who puts the money in the institu- 
tion will have to borrow some of that money back from the institution 
and he will have to pay profit on his own saving. 

There is one of the bases of how we are going to come to a solution 
on this inflation problem. 

Mr. Netson. I differ with you. I don’t know exactly what you 
said. I wasn’t following you. 

Mr. McDonovueu. Let me say it slower. If you saved some of your 
money and put it into an institution whose business is to loan that 
money out at a profit—they have got to loan it out at a profit in order 
to be in business—you and sever: al other millions of people like you 
will have to borrow money from that institution sometime and you 
will be borrowing back some of the money you put in that institution. 

Mr. NELson. if you save money, why do you have to borrow it? 
[I never borrowed on an automobile in my life. Everything I ever 
bought, I paid cash for, except for a home. 

Mr. McDonovuen. You never have? You are an exception. 
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Mr. Apponizio. He is not an exception. I am in tlie same class. 

Mr. McDonoven. You never borrowed any money ¢ 

Mr. Rarns. Wait just a minute. You are a little in error on one 
of your statements, Mr. Nelson. I hold in my hand a copy of Hous- 
ing Statistics, and this shows the savings of the people—and this is 
a rather amazing statement—in 1950, the total personal savings of 
the American people was $12.1 billion. In 1956 it was 20. 

In other words, the people actually are saving more money today 
than ever before in the history of America. So we have got to find 
some other reason for inflation besides lack of saving. 

Mr. Nexson. I think that is a healthy condition. 

Mr. Rarns. I think so myself. 

Mr. Netson. Percentagewise who is doing the saving? 

Mr. McDonoveu. The people, the indiv idual. 

Mr. Ratns. I noticed in the Wall Street Journal the other day an 
article which stated that with both Government and business spend- 
ing falling off, continued prosperity depends primarily on consumers 
being willing to spend, and that if consumers save too much, we are 
liable to run into a recession. 

Do you agree with that or not ? 

Mr. Netson. You mean we will run into a recession by having too 
much money in the bank? 

Mr. Ratns. Yes. 

Mr. Netson. I don’t think so. I don’t think anybody can go into 
a recession if he has got a bank account. I am speaking about my- 
self, personally. Take you personally, if you have got a bank account, 
you are not going to be—— 

Mr. McDonovucn. Here is the way you can dothat. You have got 
$10,000 in the bank today and you have an inflation that deflates that 
$10,000 down to $5,000. 

Mr. Netson. We have got that. 

Mr. McDonoven. We have got it down to five. Then if you have 
continuous inflation that will reduce that five to three or two thousand 
dollars, eee money becomes useless. 

Mr. Nexson. I agree with you, and until you regulate steel and 
get big business and big government together, you are going to con- 
tinue to have inflation and that’s what I was here to tell my view on 
and I still maintain all the bank accounts and anything else, inflation 
will eventually get it all. 

Mr. McDonoven. Do you believe in price supports for—— 

Mr. Nerson.I do not. I believe in going to the public and trying 
to work it out with the people, and I think any good American with 
the labor and capital will work it out. 

Mr. McDonoven. Price supports for farm products, farm sur- 
pluses. Do you believe in sustaining the agriculture of the Nation by 
price supports ? 

Mr. Netson. I am not familiar with that; no. I know it is a vote 
getter for both parties. 

Mr. Rarns. These theories are fine, but let’s not get too far afield. 
I think I should say to you gentlemen, let’s laugh at the farmer. He 
is the only man who, while yours has been going up, has had his 
income sh: arply reduced. So let’s keep him in mind once in a while. 

Mr. McDonoven. He is a little more basic than steel in the economy 
of the country, if you don’t know it. 
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Mr. Netson. I was raised on a farm, so let’s not pick on him. 

Mr. Rats. Mr. Widnall? 

Mr. Wipnatu. I would just like to clarify a statement that was 
made earlier. A man named Walter Reuther made no promises on 
behalf of labor, but he asked a reduction in the price of cars of $100. 
He had previously said, “Labor will make its greatest demands in 
1958, and we will have the greatest gains we have ever made as a re- 
sult of the new contract,” including, possibly, a 35-hour week. That 
can inevitably only do one thing—further and further encourage very 
serious inflation. 

Mr. Nexson. I am not talking for Walter Reuther. I am not talk- 
ing for capital. Iam not talking against either one of them. 

Mr. Wipnatt. I agree with you on getting capital and labor to- 
gether. Let’s get back to the subject here. Do you believe that low- 
ering the interest rates is going to provide lower cost housing here in 
Florida ? 

Mr. Nexson. If it were properly drawn and if it would get rid of 
all this confusion, yes. I don’t think a higher interest rate is going 
to do it. It hasn’t done it. You have gone up to now 514. We can’t 
sell as many loans now, or, at least, I can’t, as I could with 5 percent. 

Mr. Wipnati. Do you think that lowering the interest rate will 
stop the rise in plot costs, community-facility costs, material costs? 
Do you think that lowering the inte1 ‘est rate will stop the rise that is 
taking place in all of those items? 

Mr. Nexson. Not right now. These people, these suppliers that 
bought all these commodities, they are going to have to sell them on 
the higher prices. They are not going to lose money on them. That 
was my solution. I didn’t mean to get into an argument with you. 

Mr. Rarys. Don’t misunderstand us. We appreciate your give and 
take with us. That is what we are here for, to get you to give us the 
benefit of your views. You are doing a good job, Mr. Nelson. 

Mr. Netson. I probably did wrong, but I still say steel is the basis 
of all commodities, just like cotton used to be for the South. 

Mr. Rains. You are not alone in your thinking on that. 

Mrs. Sullivan ? 

Mrs. Sutrivan. I have one question, Mr. Chairman. 

Mr. Nelson, you mentioned in your statement about—I believe you 
said you had handled about 40 percent of your mortgages under FHA ? 

Mr. Netson. Yes, ma’am. 

Mrs. Sutiivan. In the last session, as you know, the Congress lib- 
eralized the downpayments under the FHA program. Do you think 
this was a good idea? How are the new terms working in this area? 
Have you sold more mortgages ? 

Mr. Nexson. Ti am glad you asked me that, because we can’t sell them. 
No one wants a 2-bedroom house—I am speaking about the investor. 
All investors want 3-bedroom houses and 2 baths. So it looks like in 
the future everybody is going to live in 3-bedroom 2-bath houses. 

Mrs. Sutzivan. I don’t care whether it is 2 bedrooms or 3 bed- 
rooms——- 

Mr. Netson. In order to qualify under that low-term mortgage 
there, it has to be, with these inflated prices, a 2-bedroom 1-bath house. 

Mrs. Sutuivan. All we are talking about, though, and what Con- 
cress did was to liberalize the downpayment. In other words, whether 
it was $20,000 or $10,000, the downpayment is made less. 











102 COMMUNITY FACILITIES AND MORTGAGE CREDIT 


Mr. Neison. It hasn’t helped us. I will put it that way. 

Mr. Rarns. Mr. Addonizio? 

Mr. Avponizio. Mr. Nelson, under FHA procedures, it is not legal 
for the mortgagor to raise all or part of the downpayment by borrow- 
ing through a second mortgage. 

Mr. Nerson. That is correct. 

Mr. Apponiz1o. What do you people do to police this requirement ? 

Mr. Netson. We, in our own oflice—I don’t know how others police 
theirs—we have the title company that closes our loans—2 title com- 
panies—follow these loans for 3 months to see if there has been a 
second filing in connection with this sale. 

Mr. Apponiz1o. Is it true, like some people have said, that this re- 
quirement can be evaded by a builder or a seller who does not record 
the second mortgage at the time of c losing ¢ 

Mr. Netson. It is pretty strong here in Miami—Greater Miami— 
and the local builders know it, and there have been quite a few local 
builders cut off from FHA. 

Where we have our worst trouble is with second mortgages on - 
ventional loans with life-insurance companies. We have had a few 
people file seconds, and we write to them, or go out and see them and 
tell them they have to take it off of there, and they generally do. And 
we report to FHA. 

But, as far as seconds are concerned, in our office where they try to 
fool you is on our conventional lending because, if he is an authorized 
FH. \ builder—and there are pretty ood builders here—they are not 
going to jeopardize their standing with FHA to have a second put on 
there. 

Mr. Ratns. That is the deterring force, usually, isn’t it ? 

Mr. Netson. Yes, sir. 

Mr. Berrs. I just wanted to ask this question, which I think is the 
nub of the whole thing. Do you believe there is an abuse of the dis- 
count rate in this area ? 

Mr. Netson. I think it is an abuse to have a discount at all, but what 
are you going to do if you are going to sell any loans? I think 4% 
percent, whic h our local mortg age bankers have recommended, would 
put us all back in business. Sure, it is an abuse to the builder to have 
to pay that discount. 

Mr. Berrs. But you think it is a necessity ? 

Mr. Netson. I think it is absolutely a necessity, if you want to have 
FHA continue in operation, and mass production. You can get 3- 
bedroom, 2-bath houses. At 4 and 5, we could sell a few 2-bedroom 
houses. 

Mr. Rarns. Asa matter of fact, Mr. Nelson, the discount itself is not 
only a common practice, but it has always been a part of the trade in 
mortgage financing, and, if it is used reasonably, it is a good business 
transaction; isn’t that correct ? 

Mr. Netson. That iscorrect. I don’t think, really and sincerely, we 
should go beyond that. If it has to go beyond that, I think we ought 
to quit selling for a while. 

Mr. Berrs. Do you think it is being used reasonably here in this 
area ? 

Mr. Netson. I don’t understand what you mean by “reasonable.” 

Mr. Berrs. Are the rates reasonable? 

Mr. Rarns. Discount rates. 
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Mr. Netson. As I stated, our local office gives us 2-point discount 
and 1-percent commitment fee and you can’t sell houses—I had to 
turn down a lady yesterday that wanted to buy a 2-bedroom house, 
and it happens every day, because—what there has got to be is some 
kind of a law with some little distinction. Ever ybody wants houses 
located in the best areas, but for the outlying areas, where people want 
these smaller homes, like this lady I spoke about, they can get them 
because the land is cheaper; it has got to be a flexible loan. 

That doesn’t mean if you give us 5-percent discount, that doesn’t 
mean we are going to use 5, because I have 1 outlet that w ill buy them 
at 3, and until they quit I will continue to sell them at 3 because I am 
getting better houses. 

Mr. Apponizio. Won't they try to get all the traffic can bear? 

Mr. Netson. Some people do, and some don’t. 

Mr. Rains. One last question, Mr. Nelson: I don’t know whether 
you know about this, but we hear the rather unpleasant rumor that 
the Federal National Mortgage Association, FNMA, is considering 
a policy change which would be a major one, in which FNMA would 
say to the people i in Florida that they will no longer buy GI loans at 
alli— the Federal National Mortgage Association. 

Have you heard anything of a rumor like that? 

Mr. Netson. No, sir; I haven't. 

Mr. Rains. I want to tell you that you made a very interesting and 
good statement—down to earth—and we appreciate your coming be- 
fore our committee, Mr. Nelson. 

Mr. Newson. Thank you. 

Mr. Rains. I hope the witness won't misunderstand the exuberance 
in the questioning of the members of this committee. That is part 
and parcel of our job. They are all asked in a friendly manner and 
we are trying to elicit information so we can help you on the housing 
problem. You can be assured of that. 

Thank you very much for coming. 

Let’s take a 2-minute standup break. 

(A short recess was taken.) 

Mr. Rarns. The committee will please come to order. 

Our next witness is Mr. Perry E. Willets of the home builders asso- 
ciation. 

Come around, Mr. Willets and have a seat. 


STATEMENT OF PERRY E. WILLETS, NATIONAL ASSOCIATION OF 
HOME BUILDERS, EXECUTIVE COMMITTEE 


Mr. Wittets. Mr. Chairman and members of the committee, my 
name is Perry E. Willets and I am an active home builder in the State 
of Florida. 

Understanding of the impact of the tight monetary nen y on Flor- 
ida’s homebuilding industry requires knowledge of the structure and 
dynamics of the State’s economy. Except for the factor of population 
growth, the economic structure of Florida and that of the Nation is 
tending to become more and more similar. 

The population growth attracts and sparks industrial growth which 
makes heavy demands for funds needed to finance productive facili- 
ties. Unless production keeps abreast of population growth, the 
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standard of living must suffer. Witness China and India, where pop- 
ulation is growing but the standard of living is not improving. 

Basic to any discussion about housing needs is an examination of 
population factors. Keeping pace with, and in some ways powering 
the great economic expansion of this State, has been the unprecedented 
postwar population growth, outstripping the predictions of even the 
most optimistic experts. 

Between 1950 and 1955, while our total population grew 9 percent, 
the population of the State of Florida increased 25 percent. This was 
the highest rate of growth per capita of any State in the Nation, Cali- 
fornia being next with 23 percent; Texas following with an 11 per- 
cent increase. 

In this and other States the net immigration of families is an im- 
portant factor in the housing demand. In Dade County the total 
population increase is 54.5 percent. Keeping pace with this popula- 
tion growth employment opportunities grew 67 percent. Throughout 
the postwar period Florida has built more than 6.2 of the Nation’s 
new homes. 

This total building activity has created a tremendous demand for 
loanable funds. Banking facilities within the State have been able to 
provide only 31.9 percent of the total loanable funds required for home 
financing, private capital 36.2 percent, insurance companies 2.8 per- 
cent, and ail others 23.4 percent. 

Therefore the home builders of the State have been forced into the 
national market to compete for funds along with other long-term 
borrowers. Financing for industrial and commercial buildings is 
easier because business can finance from rapid earnings and depre- 
ciation. 

Large corporations in high-income-tax brackets can charge off the 
higher cost of obtaining money, and municipal governments borrow 
with tax-free bond issues, whereas the seeker of funds for home 
financing has none of the built-in shelters. 

I would like to point out to the committee the very helpful role 
which the Federal National Mortgage Association has played in as- 
sisting the mortgage market in Florida. It has unquestionably pro- 
vided for many builders and home buyers a supplementary source of 
mortgage funds without which much new housing construction could 
not have been accomplished. 

There are, of course, areas of criticism of the way in which FNMA 
has operated in the tight money situation over the past year and a 
half. Nevertheless, I feel that FNMA is doing the best possible 
job under the circumstances of its governing legislation. 

It is in what might be described as a very delicately balanced posi- 
tion insofar as relating its secondary market prices to the range of 
free market prices and the newly established FH A—V A discounts. If 
the tight money conditions continue in the mortgage market, how- 
ever, it seems to me that there is very real danger of FNMA’s being 
rendered ineffective through an inability to obtain private funds at 
sates which will enable it to continue the purchase of FHA-insured 
loans. 

I might also add in another direction that the FNMA secondary 
market operation has already been affected by the standards of the 
private investment market so that in many instances FNMA will 
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not purchase loans on small, low-cost housing. The reason for this, 
I am advised, is that FNMA can only buy mortgages which are 
readily marketable. 

Therefore, it adheres to standards of marketability which, in effect, 
are parallel to the current standards of the private market, despite 
the fact that all such loans have been previously insured or guaran- 
teed, and approved, by either FHA or VA. 

Residential financing in Florida is therefore a serious problem. 
Many millions of dollars will be needed to finance these residential 
mortgages if people are to be properly and adequately housed. Here 
is where we feel the full impact of the tight money market. 

How paradoxical that in view of the needs of the State that Gov- 
ernment action has largely blocked access to available funds from 
northeastern investors by reducing the discount differential between 
northern and southern parts of the. country. 

Mr. Rains. Wait just a minute. Do you mean the State of Flor- 
ida? 

Mr. Wuuers. The State of Florida, yes, sir. 

Mr. Rarns. By State law? 

Mr. Wittets. No, I didn’t say that. 

Mr. Rains. You mean by regulation ? 

I see, go right ahead. 

Mr. Witters. Reduction of the FHA downpayment for people 
needing homes becomes an ironical impasse when the flow of long- 
range funds is cut off by discount differentials. We builders have 
continuously expressed the concern of our industry over the mortgage 
discount problem, and made clear that we most certainly do not like 
or favor the heavy discounts which have been charged over the past 
year on both guaranteed and insured mortgages. 

These discounts must necessarily come out of our profits, because 
an independent appraiser sets the ceiling price on V A-financed homes 
and the competitive market prevents any corresponding price increase 
in FHA-insured homes. 

Nevertheless we do not believe it probable that discounts can be 
successfully limited or prevented by law. We agree with the views 
expressed by the President in his statement upon signing the 1957 
Housing Act that— 
discount controls, however flexibly they may be administered, intrude into and 
interfere with the operation of the private home financing system. 

Such controls have been tried before and have been found to be unsuccessful 
in accomplishing their avowed purpose. The Congress should remove this 
impediment to a healthy private housing economy early in the next session. 

Both the Federal National Mortgage Association and private in- 
vestment sources will be prevented from effectively supporting the 
mortgage market now that FHA has fixed limits of mortgage dis- 
counts which are above the current market in this area. 

If the limit is fixed above FNMA purchase price this will remove 
FNMA’s support and defeat the very purpose of the agency. Control 
of discounts will have a tendency to accelerate the flow of mortgage in- 
vestments toward convention: al loans which, generally spe: aking, fall 
into a higher price class than FHA-insured lending. Discount « ontrol, 
therefore, may well defeat fundamental purpose ‘of the new Housing 
Act to revive FHA lending and thereby again make possible moderate- 
and low-cost housing. 
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It is my personal belief that unless and until we are allowed to com- 
pete for available funds without restraint, that many needy people 
will go without homes, many of our people in the construction forces 
of this State will be unemployed, and the general economy of the area 
will deteriorate. Conventional financing cannot possibly do the com- 
plete job before us. 

The argument will be made in some quarters that any improvement 
in home building will be inflationary since the economy generally is 
operating at such high levels. This argument might hold water if 
home building were operating full capacity. 

However, there are many signs of unused capacity. Lumber pro- 
duction is down; workers in the building trades are unemployed. 
Production in a number of industries related to home building, such as 
the appliance industry, has dropped off sharply and workers have been 
laid off. To put it mildly, these are not the conditions which make 
for inflation. 

Another dangerous straw in the wind which will not come to light 
until its insidious progress saps the strength of our economy, is the 
dangerous trend toward an unsound mortgage financing pattern. 
The low downpayment, long-term mortgage at relatively low interest, 
was a fundamental factor in the progress of the industry during the 
past two decades in providing new homes for persons of moderate 
income. 

As a result of the disappearing market for this type of loan many 
builders have been forced to revert to a mortgage-financing pattern 
which we believe to be an utterly insecure foundation upon which to 
base this great industry. For a while home production may continue 
at today’s currently unsatisfactory levels, but only by an increasing 
use of conventional financing, supplemented by expensive short-term 
second mortgages or by the use of contracts for deeds or similar make- 
shift financing devices. 

In a recent survey by the National Association of Home Builders of 
over 500 builders, 1 builder in 4 stated that he was using second mort- 
gages to some extent to sell his homes, which I think is a far higher 
proportion than at any previous time in recent years. 

Resort to such measures is made necessary by the fact that lower 
downpayment, single-mortgage loans were not readi ily available to the 
typical home buyer. These trends appear to have accelerated some- 
what this year. 

Such financing is, of course, far more costly in the end to the home 
buyer as well as making his financial situation far more precarious. 
While specific statistics are lacking, it is common knowledge in the 
trade that second trust financing costs the home buyer in discounts 
and interest charges up to twice as much as the cost of comparable per 
dollar financing under the single mortgage, such as that provided 
under the FHA. plan. 

The very thing which the new mortgage discount controls seek to 
prevent is instead furthered by an increasing use of second 
mortgages. This is true because the seller knows in advance that to 
obtain ready cash he must dispose of a second-mortgage note on the 
current market. 

His only means of anticipating the discount which will always be 
involved in such a sale, therefore, is to increase his purchase price to 
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the buyer to cover the loss involved in the second-trust discount sale. 

Therefore, the new FHA-VA dise ount controls which, in my opinion, 
will result in more conventional financing and secondary notes, will in 
this way add to the financing burden borne by a home buyer, rather 
than protecting him. 

The many typically American families who are seeking housing 
today and who have the incomes to carry such housing, are being 
forced more and more into this type of financing. Their major prob- 
lem in the current situation is certainly not carrying charges, but the 
availability of sound, low downpayment financing. 

Thus, they resolve their problems by resorting to unwise financing 
methods. Recent statistics developed in this area indicate that 36 
percent of the nonfarm homes in this area were financed by other 
than financing institutions such as Federal savings and loan institu- 
tions, insurance companies, and other typical home-financing institu- 
tions. The national pattern indicates the average figure for this type 
of financing is approximately 13 percent. It is easy, therefore, to 
draw a conclusion that tremendous amie of money are going into 
the secondary financing market of this ar 

Isolated reports of the results of sue . Sanies ing have already re- 
ceived notoriety in the local press. The average discount on the 
second-mortgage paper of this type is from 25 to 35 percent. 
Obviously, as I have already pointed out, discounts of this type can- 
not be absorbed by the builder, there fore the purchaser of a house 
pure ‘hased under this method of financing pays an inflated price. 

The efforts of the Government to curb inflation by the tight money 
policy are having exactly the opposite effect intended. This is real 
inflation. 

During the week of September 11 through 18, I was present at a 
conference in San Francisco attended by the le: ading home builders of 
the Nation, leaders of the mortgage banking industry, and Govern- 
ment officials from the housing agencies in Washington. The focus of 
attention at this meeting was upon the problems relating to the 
operations of builders and lenders under the new Housing Act of 1957 
and more particularly the new discount controls. 

‘The geographical ‘and regional variable distribution of discounts 
probably received the most specific attention. Great concern was 
expressed by those present with the barriers set up by this regional 
regulation. Many questions put to the Government people who are 
to control this program. went unanswered. 

Indications are it will require from 3 to 6 months of digestion be- 
fore even the mathematics of administering this program ‘will be re- 
solved. Many investors are concerned with the number of affidavits 
which must of necessity be attached to each FHA case and express 
concern that they might close a loan on which one of the participating 
parties, either the buyer or the seller or the mortgage banker, have 
through ignorance made an affidavit which is later found to be in- 
correct. 

They feel perhaps that the insurance on such a loan could be ne- 
gated by FHA in the event of an incorrect affidavit. Of more con- 
cern to the builders, however, is the regulation which precludes a 
builder from negotiating his loans at an ‘intermediate point between 
the warehouse figure and the fixed discount figure. 
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Here again we have the paradox where loans may be sold to FNMA 
at their published rate, which may be below the discount stipulated 
but above the warehouse figure. The consensus of many of those 
attending the meeting was that builders would be forced to close out 
at the warehouse figure, which is 3 points below the stipulated dis- 
count, with no room to negotiate or recover. 

There are additional straws in the wind which indicate the re- 
luctance on the part of the investor to purchase loans under this pro- 
gram. We hear rumors that many of the larger investors in FHA 
mortgages are quietly withdrawing from the market as they feel 
that the many ambiguities in the program could be the cause for 
some kind of investigation in the future. 

Certainly it is clear already that the attempt by FHA and VA to 
make these controls work is resulting only in a confusing series of 
intricate, legal interpretations which seem to raise as many new 
questions as they answer. 

The new Housing Act was approved in both Houses of Congress 
with strong bipartisan support. I strongly believe that the FHA 
should be permitted to administer this program without unreason- 
able restraints. 

Investors are in today’s market purely for yield. The building 
industry must be put in a competitive position through flexible in- 
terest rates, and if we must have discounts, let’s have a realistic 
approach. 

Geatlensn, it has been an honor to appear before this committee, 
which the builders of the Nation hold in high regard. I trust that 
my statement will stimulate your thinking towards a workable solu- 
tion to the problems of my industry. 

Mr. Rats. Thank you, Mr. Willets. 

You have made a very informative and interesting statement. 

I have about three questions I want to ask you, Mr. Willets. The 
first question I am concerned about has to do with FNMA, the Federal 
National Mortgage Association. 

I gather from your statement that you have the feeling that the 
Federal National Mortgage Association is just another insurance 
company, or bank, and is being operated on that basis. 

Mr. Wiitets. FNMA is operating in that manner; yes, sir. 

Mr. Rarns. I will state my view that I think the Congress didn’t 
intend for it to operate in that manner. Congress intended it to 
support the market instead of following it. 

Do you find them supporting the market or following the market ? 

Mr. Witters. Your question is a difficult one to analyze, but I would 
say that in the main they are following the market. 

Mr. Rarns. Does FNMA interpret the term “readily marketable” to 
mean that if they buy a mortgage they should be able to sell it in the 
market, we will say, the next week ? 

Mr. Wiitrts. That’s exactly, I believe, the attitude that they have. 

Mr. Rats. Do you regard that as a liberal or a restraining inter- 
pretation ? | 

Mr. Witers. I think that a great deal of that has to do with the 
amount of money that FNMA has available for the market at the 


time and the demands that are made on them. 
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Mr. Rains. Congress authorized $1.8 billion for FNMA this yee 
Of course, they haven’t even begun to use even a small percentage of 
that authorization. So it is not true that they cannot get the money. 
They have the money, or at least they can get it any time they want. 

Mr. Wuuers. I understand that the Bureau of the Budget has 
clamped down on FNMA, and are releasing those funds only as they 
see fit to. 

Mr. Rarns. Of course, what you are saying is like throwing a red 
flag in front of a bull with a Congressman. The Congress “of the 
United States is supposed to do the authorizing and the appropri- 
ating, and not the Budget Bureau. But you put your finger on the 
reasons why you can’t get money for the mortgage market in Florida 
through FNMA. It is because the Budget Bureau has reached over 
and arbitrarily blocked a law passed by the Congress of the United 
States. 

I want to ask one other question and I will pass on. I want you to 
understand that the type of discount control that Congress wrote into 
law was certainly a compromise one. 

You must realize that many Members wished to prohibit them en- 
tirely, some even wanted criminal penalties. This subcommittee tried 
to take the middle of the road in the writing of the act as near as we 
could. We said the agencies should establish reasonable limits on 
discounts. 

What is the discount allowed on VA loans in Florida ? 

Mr. Wiutters. Four and a half is the discount on VA loans in Flor- 
ida. That is the allowable discount; isn’t it? Then FNMA comes 
along and says “We will buy that mortgage at 92.” 

Mr. Ratns. How is it possible to sella VA mortgage with only a 
414 percent discount allowed by the VA with the Federal National 
Mortgage Association’s saying “We will only give 92”? Can you ever 
get that | together ? 

In other words, they can’t sell any mortgages here in Florida to 
FNMA; can they ¢ 

Mr. Wuuets. No. 

Mr. Rarns. Assuming then that the VA discount set at 414 percent 
is reasonable, if FNMA is going to buy any VA mortgages, they must 
up the amount they pay for them from 92 to what? What would 
the figure be? 

Mr. Witets. It would have to be about 95 because you have to 
buy stock and there are other manipulations that you have to pay 
for to get in there. 

Mr. Rains. About 95? 

Mr. Witiets. Yes, that’s right. 

Mr. Rarns. I would like the record to show—and the same thing 
prevails in my State of Alabama—that I think the Federal National 
Mortgage Association is discriminating against the veterans by not 
at least moving his price up to where the discount rate is set. 

Mr. Wittets. There is one other point I would like to make while 
we are talking discounts here, if 1 may, on the reasonable rate of 
discount, 

Mr. Ratns. Yes. 

Mr. Witxers. About the time the discount rate was established 
under the new act, the rate on conventional loans went up a quarter 
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of a point. Had that rate remained at an average of 5%, I think 
then that the FHA 514 and 514 would have been on about a com- 
parable basis. But that extra quarter on conventional loans made 
a spread of 2 points, and that is about what we are off with the 
market right now. 

Mr. Ratns. Mr. McDonough ? 

Mr. McDonoven. In the next to the last paragraph of your state- 
ment you say that investors are in today’s m: arket pure ‘ly for yield. 
“The building industries must be put in competitive position through 
flexible interest rates and if we must have discount, let’s have a realistic 
approach.” 

Previously you said you didn’t like discount controls. Do you want 
a free market on discounts ? 

Mr. Wittets. I think that money is just as much a part of the 
house I build as the nails and the lumber or the blocks or the concrete 
or anything else that I put in it. I feel like it should be recognized 
as such. 

I think it is on the part of all other industries in this country. I 
can’t see why the building industry has to have this stigma of con- 
trols over it that other parts of the Nation’s industries do not have. 

Mr. Apponizr1o. Doesn’t the home-building industry have insured 
mortgages which other industries don’t have ? 

Mr. Wittets. Yes, but let me point out this to you that FHA makes 
a profit on those mortgages. 

Mr. McDonoveu. In spite of all of these restrictions and discount 
controls and the other objectionable features that we have heard from 
you and other witnesses here, the number of units that you are building 
in Florida have maintained a record. The people seem to want to 
buy. So what is your particular problem ? 

Mr. Witxers. My concern is that I think that there is far too much 
money going into second mortgages. I am anxious to see FHA get 
onto a solid footing where those people who are now buying houses 
and take second mortgages, can buy them on straight-out single mort- 
gage loan deals. 

Mr. McDonoveu. No second mortgages ? 

Mr. Witxers. No second mortgages. 

Mr. Wipnat. And you feel that that can be done by flexible interest 
rates / 

Mr. Witets. I do. 

Mr. Wipnatt. And by any discounts actually that would be involved 
under an FHA mortgage ? 

Mr. Wutets. I do. 

Mr. Wipnatt. I would like to ask this one question: If, as you 
say, FNMA has been following the market, and sets its price too 
low, why haven’t they been able to dispose of the vast portfolio of 
mortgages they have accumulated ? 

Mr. Wiutets. I think that in that manner they do support the 
market. 

Mr. Wipnatt. So that your previous statement wasn’t quite as 
absolute as it might have sounded. 

Mr. Wittets. The question is a flexible question, sir. It takes some 
analysis. You can talk about this one situation for 4 or 5 hours 
and not come to any real conclusions on it. It is hard to be specific 
about these things. 
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Mr. McDonoven. Now, Mr. Willets, you are an active home 
builder here now. 

Mr. Wittets. I am, sir; yes. 

Mr. McDonovcn. How many houses do you build a year? 

Mr. Wittets. About 40. 

Mr. McDonoven. Do you use conventional financing or FHA? 

Mr. Wittets. I use all types of financing. 

Mr. McDonoueu. Which do you use the most of 

Mr. Witiets. Conventional. 

Mr. McDonovuau. Do you take second mortgages ¢ 

Mr. Wituets. No, sir; I do not take second mortgages. 

Mr. McDonover. What price houses ¢ 

Mr. Wiitets. I am in a higher price range. The houses I have 
been building in the last 2 years have been from $25,000 to $30,000. 
I would like to say this: Just prior to that I built a fairly decent- 
size subdivision of some 80 or 90 houses, which was all FHA and VA. 
At the present time I am going back into the FHA market with a 
large group of homes. 

So I think I speak from experience in all of these fields. 

Mr. McDonoven. Do you think you get as much house out of your 
building dollar today as you did 5 years ago? 

Mr. Winters. You mean with today’s dollar or the dollar of 
years ago ¢ 

Mr. McDonover. With tod: uy’s dollar. 

Mr. Wittets. I think we have made an effort to keep the costs of 
our houses down. I don’t think there is any question about the fact 
that we have inflation in everything we have. The cost of a home, 
an automobile, or whatever it may be. 

Mr. McDonovuen. On a $25,000 house, how much downpayment do 
you require / 

Mr. Witters. Right at $8,000. 

Mr. McDonoven. What do you think of the demand in this market 

for less than $25,000 houses? Is that being met? 

Mr. Witters. I think that we are rapidly eating up the market for 
the higher priced house. I think it is a market we forgot about for 
Sor 9 years. We didn’t even know it was there because we were out 
to build for the big VA and FHA low-cost market. 

When money got to be a little tighter and the discounts grew on 
VA loans in the ‘beginning, and then crept. over into FHA, we found 
that we had a market there in the conventional field for higher priced 
homes, we didn’t know we had. But I think we are eating it up. 

Mr. Rartns. Mr. Addonizio? 

Mr. Apponizio. Mr. Willets, you complained that you feel your 
industry is being discriminated against by these controls, that you 
would like to operate in a free market. 

Do you mean to say, then, that you would want FHA and VA 
abolished ? 

Mr. Wittets. No, sir; I did not say that. 

Mr. Apponiz1o. You can hardly expect the Government to support 
your industry without exercising some control over it. 

Mr. Witiers. Let me ask you this, sir: What controls does the Gov- 
ernment exercise over the F ates al savings and loan institutions ¢ 

Mr. McDonoveu. There are a lot of restrictions there. 
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Mr. Wuters. Yes, but they are not along these lines. 

Mr. McDonoucu. Yes; they are. Even the charter itself is a very 
restrictive instrument before they can start one. 

Mr. Wutxets. | don’t know of any controls that you exercise over 
the Federal savings and loan institutions with regard to discounts. 
And interest charges. 

Mr. Apponizio. I should like to remind you, Mr. Willets, that the 
price of Government assistance is Government regulation. 

Mr. Wutets. ‘There is no question about that. We have found 
that out. 

Mr. Apponizio. I understand that FNMA is considering discontin- 
uing the purchase of GI loans. Have you heard anything to that 
effect ¢ 

Mr. Wittets. I talked to Stanley Baughman in San Francisco. It 
has been, I guess, 3 or 4 weeks ago. He said at that time that they 
were continuing to buy all types of VA paper, and they had not at 
that time contemplated any changes. 

If a man can afford to sell it at the price they pay for it, I think 
they ought to buy it. 

Mr. Rarys. So do I—and make a profit on it. 

Mr. Barrett ? 

Mr. Barrerr. Mr. Willets, of the 40 homes you build a year, what 
type price GI home do you usually build ? 

Mr. Wuers. These were not GI homes. The last homes I built 
under the VA program were in 1954, 1955, and 1956. Those houses 
were in the $15,000 to $16,000 price range. 

Mr. Barretr. In your $25,000 unit, what do the people get ? 

Mr. Witets. What do they get? 

Mr. Barrett. Yes. 

Mr. Wutets. They get a 3-bedroom, 2-bath residence of about 2,000 
square feet. 

Mr. Barrerr. Your ground dimensions? 

Mr. Wi1tets. Seventy -five by one hundred and twenty-five on a 
waterfront lot. This is a house that would sell on a normal 75-foot 
lot for $22,000 to $23,000 or $24,000. 

Mr. Barretrr. Two bathrooms and three bedrooms ? 

Mr. Wittets. Yes, sir. 

Mr. Rarns. Mrs. Sullivan ¢ 

Mrs. Sutiivan. In the GI house that you built previously, did it 
have all the desirable things that make the selling of a house easier, 
and more attractive with the laundry equipment, the stove, the icebox, 
= are that people look for in a new home today ? 

Wutets. My firm has never believed that we wanted to get 
Bi the appliance business and to furnish the homes completely in that 
fashion. We supply the built-in equipment in the kitchen, but we did 
not furnish washing machines and dryers and things of that kind. 

Mrs. Suniivan. Can the houses be built for ready sales without all 
of these appliances so that the p people wouldn’t be tied up for 25 years? 

Mr. Wiets. Yes, ma’am, they can; and I think it is a good thing. 
I think that the buyer that goes into a low-cost or medium-priced home 
should be able to have those items of appliances added to and incorpo- 
rated in his mortgage. 

Mrs. Sutirvan. You think those appliances should be supplied ? 
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Mr. Wiuuets. Providing he has got a reasonable equity in the house. 
I have always been opposed, and my association has always been op- 
posed to the no- downpayment mortgage with a house loaded with 
appliances, because we felt it took 5 to 10 years to get the appliances 
paid off. By that time they were worn out. 

We didn’t feel that was a good practice, and still don’t. But if a 
man has got a reasonable equity in a house, then I see no harm in that 
house being furnished with appliances. 

Mrs. Sutiivan. What is a reasonable equity, in your mind ? 

Mr. Wituers. I think the schedule of downpayments under the new 
FHA schedule are reasonable equities because they vary with the cost 
of the house. 

Mrs. Sutuivan. Just one other question. Do you feel in your mind 
the builder could readily sell the houses if the buyer had the privilege 
of accepting or rejecting all of the additional appliances that make 
the house more attractive ? 

Mr. Writers. He has that in most cases. In most cases I think 
vour commitments have those prices separated out of there. You can 
sell it either way. 

Mrs. Sutuivan. My thought on that is building up the house to make 
it readily salable, and then having the person hold a mortgage for 20 
or 25 years on something, as you said, that would be worn out in 5 or 
LO years. 

Mr. Witiers. Of course we have found out over in the postwar 
period that the amortization life of the mortgage is something, I think, 
around 12 years now. 

Mr. Rarns. That’s right, FHA and VA. 

Any questions, Mr. Betts? 

Mr. Berrs. Just for my own information. What is the nature of 
the affidavits that FHA requires? 

Mr. Wuuets. You have to sign—particularly in the case of dis- 
counts? Is that what you are talking about? You have to sign an 
affidavit that you have not paid any hidden fees and charges other 
than those allowable, and you are subject to a penalty—I think it is 
a felony to do it. 

Mr. Wwnatt. Mr. Willets, in the case of that $15,000 to $16,000 
veterans’ house that you built, what would be the real-estate taxes on 
a house of that kind down here? Taking into : account the $5,000 home- 
stead exemption and $500 veterans’ exemption. 

Mr. Wuuers. Real-estate taxes have jumped by reappraisal and 
reassessment of the houses here in the last 3 or 4 years quite a lot. I 
would guess that those houses now would be taxed at about $150 to 
$175. 

Mr. Wipnat. A year? 

Mr. Wiiuers. Yes, sir; that is after homestead exemption. 

Mr. Rarns. Mr. Willets, you have made a good witness. You had 
a fine statement. You represent your organization well. We want to 
express our appreciation for your coming. 

Mr. Witers. Thank you. 

Mr. Ratns. The next witness is Mr. Lon Worth Crow, Jr.. presi- 
dent of the Lon Worth Crow Co. Come around, Mr. Crow. Have a 
seat. Identify yourself for the record, and you may proceed. 
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STATEMENT OF LON WORTH CROW, JR., PRESIDENT, LON WORTH 
CROW CO. 


Mr. Crow. I am Lon Worth Crow, Jr., president, Lon Worth Crow 
Co., Miami, Fla. 

I have been asked to discuss mortgage credit with special attention 
to the reported prevalence of second-mortgage financing in the con- 
ventional loan sector. That there has been substantial increase in 
secondary financing activity in this area during the past several years 
is generally recognized. In discussing this statement it would appear 
_ two questions should be: 

. Why has secondary mortgage activity increased ? 
When are second mortgages dangerous ? 

To explore the first question we must review briefly the political 
atmosphere in which mortgage business is conducted. The mortgage 
collapse of the early 1930’s provided the setting from which emer ‘ged 
the Federal Home Loan Bank System and the subsequent chartering of 
Federal savings and loan associations. 

The Home Owners Loan Corporation, as a salvage operation, was 
followed by the establishment of a system of mortgage insurance 
under the Federal Housing Administration. The FHA offered the 
private mortgage market a single formula for spreading the risk on a 
mutual basis available to all lending institutions and accessible to 
borrowers with good credit standing and a sound piece of residential 
property. 

Of significant importance, it must be noted, the FHA interest rate 
was set in conformity with the then existing market. It was a busi- 
nesslike approach to an economic problem, namely that of restoring 
and broadening the flow of mortgage funds to the homeowner. Funds 
made available under the FHA insurance program for long term, high 
ratio, amortized mortgages tended to lessen the need for short term 
balloon-type first mortgages coupled with high interest rate and high 
cost second mortgages. 

During the past several years, however, the effectiveness of the FHA 
in fulfilling its essential purposes has been steadily crippled until at the 
present time one of the finest mechanisms for the flow of funds to 
home mortgages is being discredited in the eyes of the general public. 

y first fixing unrealistic interest rates thus forcing a discount 
market and then secondly fixing unrealistic discount rates, the bat 
tered and bruised former champion of the average home purchaser 
seeking a mortgage which will allow him to own a home with a low 
downpayment and easy monthly payments, is now literaily hanging 
on the ropes. And that is the condition at this time. 

The general rate structure is ahead of the fixed interest rate, dis- 
counts are now limited to the extent as to preclude the use of this sub- 
stitute device to indirectly increase the fixed rate and any correction is 
deemed to be politically inexpedient if not impossible. Whether FHA 
goes down for the count or comes back strong and emerges as the 
true champion that it really can be depends primarily upon our 
political leaders. 

And so during this time of unrealistic controls when the facilities 
of FHA for making possible low payment, long maturity mortgages 
were not easily available to the aver: age homeowner who demanded 
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low downpayments and large mortgages, a poor substitute was devel- 
oped in the form of secondary financi ing. 

Instead of having available a long-t term FHA mortgage at a fair 
rate to borrower and investor with fees and charges controlled and 
the mortgagee financially responsible, the borrower now must be 
satisfied with a higher rate, shorter term first mortgage and a still 
higher rate and still shorter term second mortgage. 

And there is no control over charges and fees, with the result that 
the second mortgages generally carry a minimum interest rate of 8 
percent with a oreat many in this area being made at 10 percent. 

Charges and ‘fees border on the fantastic. In a report entitled, 

“Mortgage Fraud Investigation in Broward County,’ Mr. Emerson 
Allsworth, county solicitor, states: 
Besides the 10-percent interest rate that was charged—many other fees were 
extracted from these innocent victims that ranged in scope from exhorbitant 
construction costs, finder’s fees, salesmen’s commissions, broker’s commisison, 
surveying, abstracting, servicing the loan for 36 months 

Many builders and sellers in this area, instead of paying a high dis- 
count for FHA or VA mortgages, have been arr: anging conventional 
financing and taking back a second mortgage, with and without the 
knowledge of the lending institution. 

In some cases the price for the home paid by the purchaser is in- 
creased in order to provide a cushion to discount the second mortgage, 
thus further increasing its yield to a private investor. In some in- 
stances, it is my underst: inding that the same lending institution mak- 
ing and holding the first mortgage will close and service the second 
mortgage on behalf of the seller. 

Although there are arguments to the contrary, secondary financing 
does lessen the desirability of a first mortgage as a long-term invest- 
ment security. 

Now that we have very briefly outlined the background which 
breeds the second mortgage, let us examine the question: 

When are second mortgages dangerous ? 

There are many instances whe reby secondary financing, if properly 
done, can be beneficial. I refer to the individual who has acquired 
vehiienbiad equity in his home and who wishes to borrow additional 
funds. 

Many times it is cheaper for him to pay a higher interest rate on a 
second mortgage and not disturb the favorable rate on the existing first 
mortgage than to refinance the entire indebtedness. 

In some few instances, the second mortgage is written upon the 
same terms as the first and under these conditions there cannot be too 
much criticism if there exists some relationship between the total in- 
debtedness to the valuation of the property and the ability of the 
borrower to repay. 

But much too often the second mortgage is made without any 
such regard to property valuation or the ability of the borrower to 
repay. And generally the second mortgage is made for a short term, 
usually never in excess of 3 years. Monthly payments are many times 
barely sufficient to cover interest ch: arges. In fact, there have been 
reports that second mortgages have been made wherein the monthly 
payments were not sufficient to cover interest alone, so that at ma- 
turity the balance due exceeded the original face amount. 
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One ingenious method which is reported to be quite popular is for 
the broker to contact an owner anxious to sell. A hard bargain is 
reached for the owner’s equity, which most times will represent all 
the potential cash asset of the owner. He is then advised that the 
only way to convert his equity into cash is to take back a second mort- 
gage and then discount the mortgage, which many times is 50 percent 
or more. The price of the house is then increased to offset this dis- 
count. 

The increased price is obtained because the property is offered for 
sale with the enticing bait of a low downpayment with “no quali- 
fying.” In many instances, the purchaser realizes after a number of 
months that he is paying little or nothing on the second mortgage, 
that his total indebtedness greatly exc eeds the value of the property, 
and he just voluntarily relinquishes the property in leu of fore- 
closure. 

The property is then resold with the same enticing bait that only 
assists another purchaser to fall into an economic abyss from which 
recovery is improbable. It is this type of secondary financing that 
once it encircles its tentacles about an unfortunate borrower, slowly 
strangles every effort of the borrower to breathe equity into his home. 

This leads me to ask a question. When will the potential home- 
owner once again be able to enjoy the privileges and benefits originally 
contempl: ated under the FHA program? The answer to this ques- 
tion will not in itself eliminate all secondary financing, but it will 
eliminate the need for secondary financing for a large number of bor- 
rowers who wish to enjoy the pleasures of homeownership instead of 
suffering the delusions of homeownership. 

Mr. Rarns. Mr. Crow, you not only give us some rather breath- 
taking information, but you do it in about the best language I have 
ever heard. [ Applause. | 

Mr. Rartns. Let me get a little background. Are you in the mort- 
vage—— 

Mr. Crow. I am in the mortgage business; yes, sir. 

Mr. Rarns. You are what we know as a mortgage banker. 

Mr. Crow. As a mortgage banker is correct. 

Mr. Rains. I agree with much of what you have had to say about 
FHA. However, often statistics and records don’t conform some- 
times to our preconceived notions about things. From your state- 
ment one would assume that the FHA is just about out of business, 
when, as a matter of fact, I have to give you these figures. 

We find that in August and September of this year, FHA loan ap- 
plications have risen sharply. They are going up instead of down. 
The applications for FHA loans are constantly on the uptrend. 

Just before we came down here—and I take your time in order to 
get this into the record—TI asked the committee staff to request of 
the Federal Home Loan Bank Board some kind of report regarding 
the extent and trend of second mortgage financing in each of the 11 
Federal home loan bank districts. 

This is what impresses me. The only places I find it really bad in 
the whole Nation are in the southeast and in California. 

In Alabama, the District of Columbia, Florida, Georgia, Maryland, 
North Carolina, South Carolina, and Virginia, the Home Loan Bank 
Board reports that second mortgages are used in these districts. 
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They showed a substantial increase starting about 2 years ago. They 
are used extensively in Florida—and that is why we set the subject for 
this discussion—particularly in and around Miami. 

Much the same situation is true, Mr. Crow, in California, Wyo- 
ming, Alaska, and Washington. So in those areas, we also find the 
great excesses which you have so well delineated here, Mr. Crow, in 
your statement according to the Home Loan Bank Board. 

Mr. Reporter, I would like to include at the end of Mr. Crow’s state- 
ment, when the questions have been completed, this information from 
the Home Loan Bank Board concerning second mortgages. 

Mr. Crow. I would like to make an observation there. I would 
agree that FHA applications are up, but we must consider that for 
the period before that they were considerably down. They were 
down so low that if they made any change whatsoever, they would 
have to go up. 

So I don’t think that the fact that they have increased has too much 
bearing on our problem that the average homeowner at the present 
time is not enjoying—shall we put it this w ay for the sake of com- 
promise—all the benefits that he could and should have under the 
FHA program. 

Mr. Ratns. Be that as it may, FHA activity is up. In Washing- 
ton, the mortgage bankers are always advocating flexible interest 
rates. From my long years there I nee found out that when you 
talk about flexible interest rates, Mr. Crow, that alw: ays Means going 
up. And, of course, when Mr. Benson talks about flexible farm prices, 
that always means going down. 

So, I am a little leery about no controls at all, which leads me to 
ask you this question. I wanted to ask Mr. W illets this question but 
we were consuming too much time: Why not complain about the 10- 
percent usury law in Florida? That is a restriction on interest rates. 

It exists in every State in the Union. I never hear that mentioned. 
You wouldn’t ask for that to be taken off. Nobody would, would 
they ? 

Mr. Crow. For a certain particular reason, they did take it off. 
We do have a statute on our books now providing for a 15-percent rate 
for the purpose of attracting use capital. 

Mr. Rarns. What kind of capital ? 

Mr. Crow. Speculative capital, growth capital. 

Mr. Rarns. Is that what Mr. Collins is doing up in the city of New 
York? 

Mr. Crow. I wouldn’t say that Mr. Collins—unfortunately the leg- 
islators are the ones that pass the laws. 

Mr. Rarns. I wouldn’t want you to wy my question was derog- 
atory. Iam one of his great admirers. Go ahead. 

Mr. Crow. I think we have to get back to the definition of “rea- 
sonable.” Of course that is very difficult. It depends on what side 
you are on. 

I think whether we consider a 514-percent rate, or whether we con- 
sider a 10-percent rate, we have v irtay illy a hundred percent differen- 
tial there. I don’t think it is possible to compare those two. 

Mr. Ratns. Do you think that the rate ought to be made flexible by 
areas, or just across the board nationwide? 
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Mr. Crow. I think the areas will take care of themselves. In the 
conventional loan sector, for years Florida conventional loans ranged 
one point higher than in other areas. It was because we were a so- 
called pioneer State. We were far from the money centers. 

Mr. Ratns. That affects all of us greatly, even in California, as Mr. 
McDonough knows, and even in Alabama, being so far away from the 
money centers. 

Mr. Crow. I know that California has had that same experience. 
As we have grown, the only way we could grow was to attract money 
here. In order to attract money here, we have to pay a higher return 
for it. We did it in several ways. We attracted funds from other 
areas, from other lending institutions, because we were able to pay a 
little higher rate. 

We also attracted funds locally through our Federal savings and 
loan associations because the higher interest rates enabled them to pay 
a higher yield; a higher yield in turn attracted savings from the 
northern friends to our area here, which in turn poured money into 
this area. 

We are still living in an economy which is highly competitive. You 
made a statement, | believe—or it wasn’t a statement, but a question 
of the last speaker—regarding the increase in interest rates, whether 
or not the lenders would take advantage of that if we had a 5-percent 
or a 6-percent or 7-percent discount. 

They might temporarily, but my opinion is they would not for the 
same reason that you are not making 8 or 9 percent conventional loans 
at the present time, although the law will allow you to go to 10. We 
still have the competitive spirit in this country, and I do not believe 
that there would be any advantage because some other person will go 
ahead and get the business. 

Mr. Rains. Mr. Addonizio. 

Mr. Apponiz10o. Mr. Crow, on page 3 of your statement you state: 

In many instances the purchaser realizes after a number of months that he is 
paying little or nothing on the second mortgage, that his total indebtedness 
greatly exceeds the value of the property, and he just voluntarily relinquishes 
the property in lieu of foreciosure. 

is this quite prevalent here in this area ? 

Mr. Crow. When we talk about a quite prevalent in total ratio 
of all our financing here, I would say no. I would say that in the 
smaller priced homes, in the homes of the $10,000 price bracket, on ex- 
isting homes, that the existing owner or proposed purchaser at the 
present time does not have the facilities of the FHA program. They 
want to buy a house with low terms, too. 

This condition is prevalent in some of our lower priced areas 

Mr. Rains. Mr. McDonough ? 

Mr. McDonoven. Mr. Crow, in spite of all of these problems you 
have outlined here—and I appreciate the value of your statement very 
much—the figures show that the number of home units are increasing 
in Florida over last year, the building starts. 

So they evidently are not having too much of an effect on stopping 
the building of homes. 

Do you think if some of these problems you have raised here in 
your statement were removed, there would be more building, more 
home units built? 








COMMUNITY FACILITIES AND MORTGAGE CREDIT 119 


Mr. Crow. There is not too much complaint. This isn’t a com- 
plaining session. The question was why the increase in secondary 
financing and also is there some means of making those same people 
that you speak of who are purchasing these homes able to buy homes 
under more favorable circumstances, 

The elimination of the restraints on the FHA program would do 
two things. It would help to assist the lower priced purchasers and 
also would assist those people now already buying homes to buy 
them under much more favorable circumstances. 

Mr. McDonoveu. Is there a shortage of building here for the low- 
income, medium-income group, the $15,000 house and less than that 
cost? Is there a demand, and is there any denial of the building of 
that kind of a house here? 

Mr. Crow. I think probably Dr. Wolff could answer that question, 
or probably did, better than I can. I don’t want to get into a chamber 
of commerce treatise here 

Mr. McDonoveun. It is always in order in Florida; isn’t it? 

Mr. Crow. Since we have someone from California on the 
rostrum—— 

Mr. McDonoven. You ought to be able to make a good speech on 
that. 

Mr. Crow. I believe that this statement will be accepted. During 
the next 3 years, according to many of our leading economists in con- 
nection with migration and growth, the State of Florida will acquire 
by migration alone more people—if we eliminate the fine State of 

California—more than the combined total of all the western part of 
ths United States west of the Mississippi River. 

Mr. McDonovuen. If the ratio maintains? 

Mr. Crow. No; that is not the ratio. That is just actual numbers. 

[ will, for your benefit, state that the growth of California is about 
three times the amount of Florida in actual migration. 

Mr. McDonoven. So that the demand for that type of house, a 
lower cost house, will increase. Is that what you mean ? 

Mr. Crow. We feel there is not a surplus of housing in the Florida 
area; yes, Sir. 

Mr. Ratns. But you are going to need many more. 

Mr. Crow. We do; yes. 

Mr. Rarns. You are a very good witness. We would like to talk 
with you at length sometime. Thank you for appearing before our 
committee, Mr. Crow. 








TREND OF Seconpd MORTGAGE FINANCING 


FEDERAL HOME LOAN BANK BOARD, 
Washington, D. C., October 1, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Deak Mr. CHARMAN: This is in further reference to your letter of Septem- 
ber 19, 1957, in which you requested information as to the extent and trend of 
second-mortgage financing. 

As indicated in our letter of September 26, we communicated with the presi- 
dents of our 11 district banks, and are pleased to submit herewith the enclosed 
report which reflects the substance of their views on this question as it per- 
tains to each of the bank districts. 
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We trust this is the information you desire; however, if we can be of further 
assistance, please do not hesitate to call on us. 
Sincerely, 
ALBERT J. ROBERTSON, Chairman. 


SUBSTANCE OF REPORTS SUBMITTED BY THE FEDERAL HoME LOAN BANKS REGARDING 
THE EXTENT AND TREND OF SECOND MORTGAGE FINANCING IN EACH OF THE 11 
FEDERAL HoME LOAN BANK DISTRICTS 


District No. 1: Connecticut, Maine, Massachusetts, New Hampshire, Rhode 
Island, Vermont 

Little, if any, second-mortgage financing in this area; hence, no problem. 
District No. 2: New Jersey, New York, Puerto Rico, Virgin Islands 

To the best of our knoweldge, secondary-mortgage financing in connection with 
conventional loans made by savings and loan associations in this district is very 
slight and there is no evidence it is increasing. Such financing with which we 
are familiar is in the metropolitan area of New York, including Newark, N. J. 
District No. 83: Delaware, Pennsylvania, West Virginia 

Our surveys show few members tolerate secondary financing and no increase 
in practice is evident. This type of financing does exist in the Philadelphia 
area, but is of limited scope. 


District No. 4: Alabama, District of Columbia, Florida, Georgia, Maryland, North 
Carolina, South Carolina, Virginia 
Second mortgages are used in this district, and they showed a substantial 
increase starting about 2 years ago. They are used extensively in Florida, par- 
ticularly in and around Miami, and in most other metropolitan areas except 
Baltimore. 


District No. 5: Kentucky, Ohio, Tennessee 

In our opinion, the use of second mortgages or similar practices by members 
in this district is very limited and only in isolated instances. We do not believe 
this type of financing prevails of consequence in any specific geographic area 
within the district. 
District No. 6: Indiana, Michigan 

Ve assume that some secondary-debt obligations exist in connection with 
construction lending, confined largely to metropolitan area, but doubt such 
financing constitutes a major activity. Difficulty in giving accurate answer lies 
in the fact that such obligations are customarily not recorded and, therefore, 
eannot be accurately determined. Recorded financing of this nature is prac- 
tically nil, with no known tendency to increase. 
District No. 7: Illinois, Wisconsin 

According to reports of our examiners, there are very few indications in this 
district of such financing arrangements and no indication of uptrend. We believe 
the extent of the practice is insignificant in the district as a whole, and, such as 
there is, is apparently concentrated in the Chicago and Milwaukee metropolitan 
areas. Aside from examination reports, conversations with different managing 
officers indicated that the great bulk of secondary financing involves mortgages 
made by lenders other than savings and loan associations, but even there, we 
believe the ratio of such financing to the total home financing is quite small and 
again concentrated in the two metropolitan areas. 


District No. 8: Iowa, Minnesota, Missouri, North Dakota. South Dakota 

We have no tangible evidence to indicate an increase in the volume of second 
ary financing behind conventional-mortgage loans. Furthermore, available and 
pertinent information coming to us, primarily, from examination reports, indi- 
cates that there is comparatively little second-mortgage financing in connection 
with mortgage lending of savings and loan associations in this district. 

The only area in this district where secondary financing has consistently come 
to our attention over a period of several years is in metropolitan St. Louis (i. e., 
St. Louis and St. Louis County, Mo.). Even in this area, we do not believe 
that secondary financing can be called an extensive practice insofar as savings 
and loan associations are concerned, and we have no evidence that such practice 
is increasing there. 
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District No. 9: Arkansas, Louisiana, Mississippi, New Mewico, Texas 


There has been much evidence of second-mortgage activity in this district, such 
evidence being made available through examination reports and our conversa- 
tions with association officers. The seller, who in many cases is a speculative 
builder, often accepts a second mortgage which, supposedly, represents a part 
of his profit. It is not possible to determine accurately the extent of such 
activity ; however, it is quite common in south Louisiana and Texas. 


District No. 10: Colorado, Kansas, Nebraska, Oklahoma 

There is a slight increase in second-mortgage financing in connection with 
conventional loans made by associations in this district. We estimate second 
mortgages in 5 percent of home purchases financed by associations in Oklahoma 
City, Tulsa, Kansas City, Kans., and Wichita, with 10 percent in Denver. The 
practice is negligible in smaller cities but there are scattered instances of 
secondary financing in form of real-estate contracts. 
District No. 11: Arizona, California, Idaho, Montana, Nevada, Oregon, Utah, 

Washington, Wyoming, Alaska, Guam, Hawaii 

Second-mortgage financing in connection with conventional loans made by 
savings and loan associations occurs quite generally and substantially in the 
southwest section of this district, particularly California. However, we have 
no accurate index as to whether ‘the volume is increasing or decreasing. Our 
feeling is that it is static. In the northwest section of this district this practice 
is followed in a very modest degree. 

Mr. Rarns. ‘The next witness is Mr. Robert V. Walker, general 
manager of the First Federal Savings & Loan Association of Miami. 

Come around, Mr. Walker. 


STATEMENT OF ROBERT V. WALKER, GENERAL MANAGER, FIRST 
FEDERAL SAVINGS & LOAN ASSOCIATION, MIAMI, FLA. 


Mr. Waker. Thank you, Mr. Rains. 

Mr. Rarns. Mr. Waiker, the committee wants to thank you for 
coming. We understand we have caused you a little inconvenience 
in causing you to change some of your plans about being out of the 
city and so forth. We want you to know that we appreciate your 
coming. 
caused. you a little inconvenience in causing you to change some of your 
plans about being out of the city and so forth. We want you to know 
that we appreciate your coming. 

The Federal legislation granting charters to the savings and loan 
associations was written by this committee. We have the same inter- 
est in the federally chartered savings and loan associations that a 
mother and father have in their children. We are proud of them, and 
as the representative of the first one chartered in the whole United 
States, we are glad to have you here, Mr. Walker. So you may pro- 
ceed in any way you care. 

Mr. Waker. Thank you, Mr. Rains. Chairman Rains, and dis- 
tinguished ladies and gentlemen of the House of Representatives of 
the United States, my name is Robert V. Walker. I am executive 
vice president and general manager of the First Federal Savings & 
Loan Association of Miami w hich, as you know, is the oldest Federal 
savings and loan association in America, the largest in the Southern 
States, and the fifth largest in the United States. 

I deeply appreciate your invitation to appear at this hearing, and 
regret that illness in my family and my service on a Federal court 
jury made it difficult for me to state definitely until the last minute 
whether or not I would be able to appear here today. Your courtesy 
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in holding open a place for me despite uncertainty as to my attend- 
ance is indeed appreciated. 

Knowing that you ladies and gentlemen are well acquainted with 
the facts and figures concerning housing and mortgage financing 
throughout the United States, I shall discuss very ‘briefly certain 
aspects of these subjects on a purely local level, and then try to 
answer any questions you may have of me. 

As testimony presented by other witnesses has brought out, the 
metropolitan Miami area is one of the fastest growing in the U nited 
States. Under the stimulus of favorable climate, this area has ex- 
perienced phenomenal population growth. 

According to census data, the population of the metropolitan Miami 
area was nearly 500,000 in 1950 and over 700,000 in 1955. The present 
population is estimated to be in excess of 770,000. 

Naturally this heavy influx of new citizens has necessitated a rapid 
rate of construction of all kinds, including homes, apartments, com- 
mercial and industrial buildings, schools, hospitals, roads, and so 
forth. 


The number of new dwelling units started in Dade County in 
recent years is as follows: 


BO te Se A ae ht sk cn a 8 tJ eee 
a RI ee Re Bere PU I i se oe te 16, 372 
a dt MINE I ii A 17, 004 
a te Oe MT ee Be OE ae | yr 12, 074 


In common with most of the newer and more rapidly growing por- 
tions of the United States, the metropolitan Miami area has suffered 
a number of growing pains, but by and large the development of 
this great city and its environs has been accomplished to date in a 
truly magnificent manner, with fewer serious dislocations and prob- 
lems than I would have thought possible. 

One of the spectacular developments of this south Florida com- 
munity has been the growth and progress of its savings and loan 
associations which provide, year in and year out, not only a very large 
but also the most dependable source of first mortgage credit to the 
local citizenry. 

The first charter ever issued by the United States Government to 
a Federal savings and loan association was granted in 1933 to the 
First Federal Savings & Loan Association of Miami—the institution 
I represent here today. 

Since its inception in 1933, First Federal has extended more than 
$350 million in first mortgage credit to the citizens of the metropolitan 
Miami area. This enormous sum of money has been highly instru- 
mental in the sound growth of this wonderful community in which we 
live. 

We at First Federal are very proud of the part we have been able 
to play in the progress, prosperity, and stability of the metropolitan 
Miami area. We expect to do all in our power in the future, as well, 
to see to it that the First Federal Savings & Loan Association of 
Miami safeguards well the savings of thr ifty citizens, earns the highest 
return for these savers that we can with safety, and provides a large 
and dependable source of sound mortgage financing to the citizens 
of this community. 

Proud as I am of the particular association I represent, it would 
be unfair of me not to mention also the many other savings and loan 
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associations of this area and their great contribution to the develop- 
ment of the metropolitan Miami area. 

There are now 12 Federal savings and loan associations and 1 State- 
chartered savings and loan association located in Dade County, Fla. 
Together, their resources aggregate more than $650 million. Seven 
of these associations were c hartered within the past 8 years, and 5 have 
been in existence nearly 25 years. Since 1933 these associations as a 
group have loaned more than $1,100 million in mortgage financing to 
the citizens of Dade and Broward Counties, Fla. 

A very important factor in the growth and development of the 
metropolitan Miami area has been the extent to which local citizens 
have supporten and developed the local financial institutions upon 
which the community depends in great part for its capital needs. 
According to the latest information at my command, the savings of the 
public entrusted to savings and loan associations in the metropolitan 
Miami area are higher per vapita than for any of the other large 
metropolitan areas in the United States. 

I stress this subject because so many folks tend to become so pre- 
occupied with their wants and needs as borrowers that they forget the 
fundamental economic fact that no one can borrow what has not been 
first saved by someone else. We cannot borrow what doesn’t exist. 
Only to the extent that the people of this great Nation of ours save is 
it possible for others to borrow. 

First Federal Savings & Loan Association of Miami, which I repre- 
sent here today, loaned over $25 million in 1953 and in excess of $40 
million in each of 1954, 1955, and 1956. So far in 1957 we have loaned 
more than $35 million, and confidently expect that our total mortgage 
loans made this year will well exceed $40 million. 

Although at this moment it is only an estimate and subject to revi- 
sion due to changing conditions, we anticipate now that we will lend 
more than $40 million again in 1958. 

Our mortgage lending is done in both Dade and Broward Counties 
which lie within our legally authorized lending area. Thus First 
Federal’s mortgage rec ordings i in the metropolits in Miami area alone 
whic h does not include the Broward County area—will be somewhat 

less than our total loan closings mentioned above. 

The picture for total mortgage recordings in Dade County, Fla., is 
as follows: 





Year Number Amount 
1954 37, 125 $404, 559, 171 
1955 44,170 507, 136, 762 
1956 43, 468 527, 402, 492 
Ist 8 months of 1957 | 29, 869 364, 975, 853 


The above figures include chattel mortgages, second mortgages, et 
cetera. Thus, although they are an indication of the volume of actual 
mortgage lending, they cannot be taken as exactly accurate. 
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Mortgages recorded by savings and loan associations in Dade 
County, » Fla. , have been as follows: 





Year | Number Amount 
1954__. hae ; ; 9,612 | $108, 569, 704 
Bw tetle See i doesS c - a | 12, 590 | 149, 975, 436 
1956__- 11, 005 138, 845, 311 
ist 8 months of 1957___. oe ies Ball 7, 378 98, 719, 16 


Since savings and loan associations are limited by law to lending 
on the security of first liens, it is known that all of the savings and 
loan recordings described above represent first mortgage financing. 

Regarding the subject of second mortgages: As this distinguished 
col (tee 1nows, Federal savings and Joan associations are limited 
by law to requiring first liens as security for their mortgage loans 
and do not deal in second mortgage loans. Reliable statistics on the 
extent of second-mortgage lending in this area are very difficult to 
come by. 

Accordingly, I am unable to state with any certainty whether or 
not there has been any substantial increase recently in second-mort- 
gage financing in this area. 

An amortizing second mortgage, where the total payment load of 
both first and second liens is within the capacity of the borrower to 
carry, is not necessarily an undesirable situation. 

The real difficulties arise when people buy beyond their means and 
undertake obligations beyond their capacity to meet. Frankly, I do 
not know how, in a free society, it is possible to protect everyone from 
the consequences of his own acts. 

Personally, I would rather live in a free America in which we 
citizens are reasonably free of Government domination, even though 
some of us are bound to come to grief from time to time because our 
plans go awry or because we are unable to plan our own affairs in- 
telligently, than I would to live in a system where the Government 
attempts to run everything for us and protect everybody from every- 
thing. 

My observation of the experiences of the rest of the world con- 
vinces me that there is much less human hardship and tragedy here 
in our free system than there is in the government-dominated systems 
of the world. 

There is one feature of current second-mortgage practices in this 
area which concerns me, and I am sure it also is a concern to the 
distinguished members of this committee. I refer to the practice 
of drawi ing second mortgages to require monthly payments for, say, 3 
to 5 years, and then having the whole remaining balance come due at 
one time. 

These so-called balloon type second mortgages are potentially very 
dangerous to the borrower. The theory is, of course, that by the time 
the entire balance is due on the second-mortgage the underlying first 
mortgage and the second mortgage itself will have been paid down 
sufficiently to permit the borrower to refinance both obligations into 
one first mortgage. 

U nfortunately, things don’t always work out this way. As a 
practical matter, some people unskilled in financial matters or unduly 
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optimistic as to their future earning power and borrowing capacity, 
take on these so-called balloon second mortgages on terms under 
which it is almost impossible for them to succeed in carrying and 
later refinancing the second mortgage obligation when it comes due. 

We do our best to educate and advise people on these matters so 
that they will not undertake such contracts unless they can handle 
them, but we do see occasional instances where such contracts result 
in real difficulties. 

The United States Savings & Loan League has recently proposed 
the establishment of a quasi-governmental corporation to be capi- 
talized by the savings and loan associations of the Nation through 
the Federal Home Loan Bank System, which would insure the up- 
per risk portions of conventional mortgage loans for member associa- 
tions, thus enabling them to lend up to 90 percent of value rather 
than the present legal limit of 80 percent of value. 

Undoubtedly, such a plan, if authorized by Congress and placed in 
operation, would enable the savings and loan associations of this 
Nation to make many more loans for higher amounts in relation to 
property value than they do now, and thus should do much to help 
alleviate some of the second- mortgage problems which now exist. 

I hope this distinguished congressional committee will give serious 
consideration to the plan which either has made or will make details 
available to this committee. 

The figures for mortgage recordings for the metropolitan Miami 
area show that more than 120 institutional mo rtgage lenders operate 
regularly in this community and are responsil.e for the vast majority 
of the total mortgage recordings. 

Although the conventional mortgage loan picture in this commun- 
ity remains substantially as it has in recent years, with plenty of 
funds available for the reasonable and legitimate needs of the com- 
munity, it is true that FHA and VA loans have declined sharply. 
The reason for the decline is very simple and fundamental. 

Because the demand for borrowing of all kinds throughout the 
Nation has exceeded the funds available for lending, interest rates 
have risen. Interest rates on FHA and VA mortgage loans have for 
some time been lower than current market conditions indicate they 
should be. 

The result is that the savers of the Nation and the mortgage lend- 
ing institutions to whom the savers entrust their savings have quite 
naturally and properly passed up the FFLA and VA loans in favor 
of employing their funds in other forms of investment bearing higher 
rates of return. 

If Congress desires the FHA and VA programs to go ahead in 
large volume under present economic conditions, it should authorize 
increases in the interest rates on these obligations. 

I cannot quarrel with the desire for low interest rates, but the 
economic fact must be faced, as 1 mentioned earlier, that there are 
two sides to this coin. 

One cannot borrow what someone else does not first save, and the 
saver, as well as the borrower, must be considered in these matters. 
If Congress chooses to establish terms favorable to borrowers and wn- 
favorable to savers, then in this free country of ours the savers can- 
not be blamed for simply passing up those investments with unfavor- 
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able rates of return in favor of those with better rates of return. This 
is what they are doing of course, with the result that funds avail- 
able for FHA and VA lending are much smaller than heretofore. 

I believe Congress will reject the idea that the Federal Government, 
using taxpayers’ money, should make mortgage loans to the priv ate 
citizens of this Nation. Such a device is the Russian way of doing 
these things, not the American way. 

After ali, here in America, how the resources, money, and capital 
of our Nation are employed is very largely left to the free choice of 
the free American people who decide by their concerted actions and 
free markets what they will buy, what they will save, to whom they 
will lend, and so forth. 

The basic difference between our system and the Russian is that in 
Russia the decisions as to what will be produced, who will save, and 
how much, and where these funds will be employed are made not by 
the citizens of the nation but by the Government bureaus. 

It is far better for the savings and the borrowings in this great 
Nation of ours to be brought into balance by the natural forces of free 
markets and fluctuating interest rates than for the Government to 
begin dictating to the American people how their savings should be 
employed by using the money raised by the Government in taxes to 
lend at interest rates and on terms which the free citizens of this coun- 
try are unwilling themselves to lend. 

Although I respect those who view this matter differently from the 
way I do, it is my earnest recommendation to this committee that the 
Congress of the United States recognize the economic facts of life as 
pertains to FHA and VA mortgages and authorize a realistic rate of 
return on these investments so that the savers of the Nation and the 
institutional lenders to whom the savers entrust their funds will be 
justified in taking such mortgage loans. 

This dist inguished committee has expressed interest in the workings 
of the Housing Act of 1957 in this community, particularly as relates 
to FHA and VA mortgages, as I have already discussed, and to the 
matter of discount controls. 

The discount controls recently imposed by the Congress of the 
United States are not working, and, indeed, they are having the prac- 
tical effect, as predicted, of simply drying up the VA and F HLA market 
even more than previously. 

Again, the reason is very simple and fundamental. The discount 
controls defeat the attempts of the free markets of this great Nation 
to allow for and adjust for the low interest rates prov ided in FHA 
and VA mortgages to the extent that the position of the savers to 
provide the funds to be lent is further deteriorated, and the savers of 
the Nation, quite understandably, as free citizens, simply pass up the 
FHA and VA loans in favor of other and better investments. 

I recommend that the Congress do away with discount controls 
which are simply another form of price fixing and interfere with the 
normal workings of the free markets of the free American people. 
They have the effect not of helping those who wish to borrow on FHA 
and VA mortgages, but of simply making it harder for them to obtain 
such mortgage loans. 

I have no quarrel with the good intentions of those who desire low 
interest rates to the point of attempting to force them by legislative 
decree. The only trouble with their position is that it ignores the 
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economic facts of life by forgetting that in a free country like Amer- 
ica the savers have to be considered, as well as the borrowers, because 
nobody can borrow what somebody else has not voluntarily saved first. 

The effect of legislating low interest rates in opposition to actual 
economic trends is to attempt to confer an advantage on borrowers 
to the disadvantage of savers. Being free people in this free country 
of ours, the savers react perfectly normally simply by doing some- 
thing else with their savings. The only way to enforce low interest 

rates by legislative decree is to force people to save or for the Gov- 
ernment to do as Russia does and tax the people and use their tax 
money to make loans on terms which the people would not be willing 
to accept if they had a choice in the matter. 

_L earnestly believe the American people and the Congress of the 
United States, when they have thought this mater through carefully, 
will choose the American rather than the Russian way of doing these 
things, and will be willing to accept some of the discomforts as well 
as the advantages of free markets rather than sacrifice their precious 
hard-won economic freedom on the altar of expediency. 

Again, let me say that I do not in any way question the motives of 
those good citizens and distinguished Members of Congress who do 
not agree with the position I have just stated. 

I know they are just as sincere and motivated for the good of the 
Nation as Iam. In my humble opinion, however, those who wish to 
force low interest rates by legislative decree have simply failed to take 
into account the fact that there are two sides to this coin and that both 
the saver and the borrower must be considered in all such matters. 

Again, may I express my very deep appreciation for the invitation 
to appear before this distinguished committee. On behalf not only 
of the savings and loan associations in this area but of the hundreds 
of thousands of our sav ings and borrowing customers, we appreciate 
you busy ladies and gentlemen taking the time to come here to Miami 
and give us the opportunity to express our views. [ Applause. | 

Mr. Rains. We want to thank you, Mr. Walker, on behalf of the 
committee for a very interesting statement. I will have to say to the 
committee—I know this committee well: they would like to keep you 
a very long time—that we are not going to have any lunch until we 
get through with this program. 

I say that, and I am going to keep it in my mind as well. 

First of all, I want to compliment you, Mr. Walker, and the great 
organization, I think, founded by your distinguished father, on being 
the first Federal Savings and Loan Association chartered in the 
United States. I also have to say this: That as I listened to your 
statement I got the impression offhand that the Government—your 
Federal Government and your elected representatives who sit before 
you—is trying to do something to you. 

I would like to assure you that we try to do something for you 
instead of to you. In the first place, w ould you ever have had the first 
Federal savings and loan association charter except for the Govern- 
ment of the United States ? 

Mr. Wacker. To the extent that the Government requires that no 
financial institution can be formed without a Government charter, we 
would not have, of course. But the Government does not furnish the 
money we use. Ours is a private business. The money First Federal 
has is raised from private citizens with their private savings. The 
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Government has nothing to do with our business except to regulate us 
in the public interest so we will be operated in accordance w ith the law 
and honesty. 

Mr. Ratns. You will agree with the premise I was about to set, 
then, that there is a place for Government in the regulation of matters 
of these kinds, and that the people of the United States have a right 
to expect of their Government that there be some regulation of finan- 
cial matters affecting the general public, won't you, Mr. Walker? 

Mr. Warker. Oh, ves, sir, | think they must have. 

Mr. Rarys. I remember the long bitter battles I went through in the 
Congress of the United States to help you get Federal insurance de- 
posits in savings and loan associations the same way as banks have 
deposit insurance. Did that increase the deposits in your organiza- 
tion ? 

Mr. WALKER. Yes, sir. However, I think, Congressman Rains, you 
and I will both agree that the purpose of that legisl: ation is not to help 
Federal savings and loan asseciations. The purpose is to protect the 
people of the United States against the oceasional case where a finan- 
cial institution is badly run and innocent people Sains their money. 

Mr. Rarxs. You are absolutely correct. It is not mtended to help 
Federal savings and loan associations or banks, but intended to help the 
people ; generally—in which we are all interested. 

Then you wouldn't want to say that the Eee of the Federal 
Government participating in these programs as the people's referee, 
so to speak, is the Russian way of life, would vou! 

Mr. Wacker. No, sir: I think it is the proper function of the Gov 
ernment to supervise snd regulate financial institutions in the public 
interest. I do not think it is the proper function of the Government, 
however, to take the taxpayers’ money and lend it or to dictate to the 
American people what is or is not the rate they should receive on 
their savings or have to lend their money to other people. 

Mr. Rarns. I am sure that there is not a single member of this com- 
mittee who would think that the Government of the United States 
should go into the direct lending business to people for houses except in 
extreme instances, and that leads me to ask you this question. 

There is only one nonfarm direct lending program now available 
to the people of the United States for housing, and it is a very minor 
one, and I felt a little badly that you would regard it as communistic. 
That is to GI’s, where we said, “No matter where you live, whether 
you live in Podunk, Ala., or in the extreme end of southern Califor- 
nia, you are entitled to have the same right as the man does who lives 
in metropolitan Miami if you shouldered that gun and earried it,” 
with reference to a house. 

There are no savings and loan associations or banks in many of 
those places willing or able to make the loans. 

Would you object to those veterans having the direct-loan pro- 
gram? 

Mr. Warxer. No, sir: I think the obligation of the citizens of this 
great country to our valiant veterans should be recognized. 

Mr. Rarns. I really think, Mr. Walker, that. we agree exactly on it. 

Mr. Warxer. I agree with you, sir. 

Mr. Rats. Also, I don’t think you can control the economic factors 
completely by legislation, of course. I know the play of economic 
factors. I have spent a good many long years on the Banking and 
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Currency Committee, which, after all, is a study in economics. I 
think I would like to say to you and the other members that Mr, 
McDonough, who sits by me, and Mr. Addonizio, and the other 
members have just informed me that nowhere in all our experience 
have we heard sharper, keener, and more intelligent witnesses on this 
subject than we have heard in Miami. 1 hope the newspapers will 
print it, and that’s the truth. 

But you don’t mean to tell the committee, I am sure, that you 
think there should be no interest restraint on a Government-guaranteed 
Joun. Do you mean to say that we should just take off the top limit 
or the top level on the interest r: ates completely or give the flexibility 
which now exists on FHA, which is up to a maximum 6 percent, if 
they set fit to do it ¢ 

Do you think we should remove all controls on interest rates? 

Mr. Waker. No, sir; I believe that the public interest requires, 
as does exist in every State, a point at which it is deemed that the 
rate becomes exorbitant and is usury. The purpose of the FHA and 
VA programs is not to provide a guaranty and a protection to the 
lender. 

The reason for the program is to allow the Jender to take bigger 
risks than he can prudently do otherwise, and thus enable him to 
make bigger loans in relation to value to these citizens who use the 
program. 

The purpose is to benefit the citizen, not the financial institution. 
It is obvious today that that just isn’t happening, as Mr. Crow pointed 
out. ‘The interest rate structure of this Nation 1s such that the interest. 
rates Congress has set on FHA and VA loans simply are not attracting 
funds. 

The free people of this Nation aren’t willing voluntarily to lend 
their money on those terms. 

Entirely aside from what you or I believe the right interest should 
be, the simple proof of the matter are the actions of the American 
people. The interest rate simply isn’t enough to attract that money. 

Mr. Rains. What we have gotten into, of course—and we have 
studied it so often on this committee—is the competition for the 
investor’s dollar. Mr. Reid laid his finger on a very good point yester- 
day when he mentioned the great cor porations and their great expan- 
sion programs—about which I am certainly not complaining— who 
must go out and borrow vast sums of capital and pay the rates which 
the competitive market requires them to pay. 

Then they are able—and I am not complaining again—to charge 
off that interest rate as a tax deduction, whereas the small investor is 
not in as good a position to do it. So what we have is a state of 
competition for a commodity which is in short supply. Isn’t that 
where we find ourselves today ¢ | 

Mr. Waker. Yes, sir; I think you expressed that beautifully. 

Mr. Rats. I will ask you one other question. I don’t know how to 
do this that Lam about to ask you. There is locked up in this country 
a great savings pool that we never hear mentioned except by those of 
us who study it, hike this committee does, a great capital reservoir 
running up to 35 or 40 billions of dollars. They are in pension funds 
of the great labor unions; they are in other trust and pension funds 
of various types. 
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That money is presently not being invested in mortgages because 
they are not equipped to engage in servicing of mortgages and for other 
reasons. 

Would you think there could ever be devolved a method whereby 
these pension funds could, by legislation or otherwise, be induced 
to invest those great sums of money, or at least a portion, in housing 
loans, for example, by encouraging servicing of large blocks of mort- 
gages so that we might finally get some of that investment in the 
home-mortgage market ¢ 

Mr. Waker. Congressman Rains, my admiration for your eco- 
nomic knowledge increases every time you ask me a question. That is 
a wonderful thought, and one that should be done. I realize it is 
somewhat technical in nature, but I am speaking to you gentlemen 
rather than to this audience, and I hope they will bear with me a 
moment. 

I believe personally that the Federal Home Loan Bank System 
should act very soon to create what they have never had, and that is a 
system of going to the capital markets of the Nation with long-term 
obligations of the Federal Home Loan Bank System and then relend 
those funds to their member institutions to use in mortgage loans. 

It would provide a marvelous device for tapping this very thing 
you speak of. A big pension fund is not the least bit interested in 
fooling around with one mortgage or even a hundred mortgages or 
even a million dollar investment. They are thinking about $10 million 
at a block. 

If they can go into the market and buy the obligations of the 
Federal Home Loan Bank System, which would in turn relend those 
funds on a sensible and realistic basis to members of the system in the 
country where capital is needed, it would be a marvelous thing. 

The bar to that so far is the fact that the Home Loan Bank System 
provides a line of credit to its member institutions which the prudent 
and sensible manager of savings and loan associations looks upon as 
an emergency proposition. We are always looking to the unexpected, 
and we don’t want to jeopardize our emergency credit by using it for 
current business. 

Therefore, we don’t use our Home Loan Bank System as much as 
we should. If the Home Loan Bank System were to devise a method 
of credit where they separated our temporary emergency short-term 
credit from the long-term credit available to us for mortgage lending, 
it would be a marvelous, marvelous ste p forward. 

I predict it would bring many, many millions of dollars—multi- 
millions of dollars—into the home-financing markets of this country 
very quickly at reasonable cost and would do a lot toward bringing 
interest rates down through the natural forces of supply and demand. 

Mr. Ratns. One other observation and then I will pass along. 
Originally in 1932 when the Home Loan Bank Board legislation was 
written by Congress, I think if you make a careful analysis of 
that act, you would find it was actually the intention of Congress 
that the Home Loan Bank Board participate along the lines you 
recommend. I might say to the gentleman that the Home Loan 
Bank Board members appearing before our committee in Washington 
in the Housing Act of 1957 hearings told us that they were going into 
a very serious and deep study and consideration of these very facts 
we have been discussing. 
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They are technical in detail, I know, and I won’t take the time 
of the committee longer. 

Mr. Addonizio ? 

Mr. Apponizio. Mr, Walker, I don’t know whether or not you were 
present earlier this morning when we opened this hearing. I made 
a statement with regard to the savings and loan associations. 

Mr. Waker. No, sir, ] wasnot. Iamsorry. 1 was mimeographing 
this statement in rather a hurry. 

Mr. Avpontzio. I referred to the fact that we had no witness sched- 
uled from the savings and loan associations. It disturbed me some- 
what because it seemed to me, from reports in the newspapers, that the 
savings and loan associations were trying to duck facing this 
committee. 

Of course, I want you to know that there was nothing personal in 
my remarks, and of course, I was unaware of your p ersonal problems. 
But it appears to me that if you had those problems, the savings 
and loan associations should have arranged for someone else to 
appear. 

However, we are glad to see you here today. Certainty we feel 
that some of the information that you have given us will be helpful. 

Mr. Walker, I have heard that savings and loan associations in 
this area are really soaking the builders; and of course, it is passed 
on to the home buyer. They soak them with high interest rates of 
6.5 percent or more, and in addition to that, charge exorbitant fees 
and charges. 

I have even heard of a 10-percent brokerage charge. 

What does your institution typically charge builders, and what do 
other savings and loan institutions charge in this area? 

Mr. Waker. I think your information, Mr. Addonizio, is partly 
correct and partly not. I would be very glad to elaborate as far as 
you want me to, 

The Federal savings and loan associations of this area, like all over 
the country, are supervised of course by a Government agency. We 
have the Federal examiners looking over our shoulders in everything 
we do. We are also subject to State laws insofar as the usury laws 
and soon. 

In recent months in this area, the drying up of the availability of 
money from big insurance companies and others under FHA and VA 
loan programs “for the reasons I described earlier has resulted in a 
very unusually large demand for money shifting over to the local 
savings and loan associations, who customarily provide about a third 
of the money that is lent in this area—other money coming from the 
big insurance companies and others out of the State. 

Because the demand for loans has increased so heavily on us, the 
natural result has taken place—the charges and fees have risen. 

I would agree with you that I think in some instances some of these 
institutions concerned have charged higher interest, and particularly 
higher service charges, than I believe personally is advisable and 
proper. They are legal. There is nothing illegal with them. There 
is nothing dishonest about them. 

But I agree with you in many cases they have been higher than my 
conscience at least can accept. 

Mr. Apponizio. I didn’t make the accusation that anything was 
illegal or dishonest. 
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Mr. Waxker. I understand, sir. 

Mr. Apponiz10. I would like to know from you exactly what your 
institution charges and what some of the other institutions charge. 

Mr. Waxxer. First of all, in our association—first of all let me 
state that as a matter of policy, the First Federal of Miami has for a 
great many years made a preference in its lending to the individual 
home buyer and builder or the small single shop builder, than it has 
the big project builder. So we make very few loans in large projects. 

Most of our loans, almost all of them, are made either to individuals 
or to the builder who builds 10 houses or less. 

On a residential loan today our charge—depending upon where the 
property is located and the amount of the loan to value—for interest 
is from 5.5 to 6.5 percent. Most of our loans are made at 6 percent 
per annum. Some are made at 6.5 where we regard the risk as a little 
substandard; some, where the risk is exceptionally good, are made 
at 5.5. 

Our costs levied against the borrower for getting a loan are—and 
this includes all of the costs; he doesn’t pay anything over and above 
this; we absorb out of this all legal fees, appraisals, State intangible 
tax, everything else—the costs involved are 3.5 percent of the face 
amount of the mortgage on an existing house; and 4 percent on a 
construction loan. 

These costs are very much higher than they have been in many 
years. They have risen in the last year for the reason I mentioned. 

There are some exceptions to these things. For instance, the Fed- 
eral savings and loan associations are permitted by law to lend a small 
percentage of their money on commercial-type properties. We have 
a different policy on that. In this town, for example, as you know, 
there are a great many large luxury hotels and motels along the beach, 
and these hotels and motels are usu: ully owned by corporations or by 
very wealthy people who have high-powered legal talent; they are 
smart; they have saved a lot of money; they are good business people. 

Our policy at First Federal is to always keep our expenses and 
charges to the homeowner very reasonable, even though the market 
will allow us to make more. We do not try ‘to take adv antage of him. 
We regard it as a public duty not to. 

On the other hand, on commercial loans the policy is different. We 
will charge everything the traffic will bear on a commercial loan, be- 
cause we are dealing with a businessman and he m: iy be worth a mil- 
lion dollars to start with; he has a lawyer or several of them; he is 
perfectly capable of deciding whether his proposition, a big multi- 
million-dollar hotel on the beach, is going to make or lose money. 

We will charge him every nickel up to the legal maximum that we 
can negotiate in that deal. That sometimes results in commercial loans 
of that type being at a pretty stiff fee. 

We have charged, if I recall correctly, on some commercial loans as 
high as a 10-percent fee. You understand that that fee is earned by 
First Federal, not by the people who work there. We regard it our 
duty on that type of transaction to make every cent we can for the 
savers whom we represent. But I want to differentiate clearly now 
between the home lending and that minority type of transaction which 
is a different character entirely. 

Mr. Apponiz10. What percentage do you put into commercial loans? 
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Mr. Warxker. We are permitted by law to make 20 percent of our 
loans on commercial-type properties. At the present. time, if I recall 
correctly, we have about 16 or 17 percent of our loans in that type. 

Mr. Appon1zio. Do you have any figures as to the other savings and 
loan institutions? Are their patterns similar to yours? 

Mr. Waker. No, sir; they are not similar. They vary considerably. 
I think most of the associations here have a pattern quite similar to 
ours. There are differences, you understand, because we are compet- 
ing with each other and we are all a different entity. 

Some of them, however, as I stated earlier, have a policy of lending 
all of their funds or nearly all of their funds to the speculative buil [- 
ers. These associations typically charge a much higher fee today 
than we do. I know of some where the total fee levied against their 
loans on home loans is over 8 percent in addition to a 6- or a 6.5-per- 
cent interest rate. 

I agree with you, I think that is excessive. The market conditions 
are such temporarily that they can get it, and I am sure they regard 
it their duty to their savers to get it if they can. But I am like you, 
I think that is just somewhat beyond what the people of the country 
expect us to do. 

Mr. Apponiz1o. Mr. Walker, these second mortgages that we have 
heard so much about: Don’t you think they are bad, espec ially with 
these balloon payments that we hear about’ After all, 3 years from 
the time you take the second mortgage, you have to make a big lump- 
sum payment. 

The homeowner could really be in trouble. I am sure that you 
and the other savings and loan institutions in this area must be aware 
of the fact that these builders are making these second mortgages on 
projects that you are financing. 

Why don’t you put a stop to this and make sure that the buyer has 
the necessary cash the same as you do with an FHA loan ? 

Mr. Waker. You understand, of course, Mr. Addonizio, that first 
of all I agree with you. I don’t like second mortgages either, par- 
ticularly where they are very burdensome or wrongfully drawn, as I 
said in my testimony. 

But I am sure you understand, too, that we have no right to dictate 
to people what they can do with their property. We try to sereen 
good credit. We try to be sure that the man can carry his loan. I 
think our record of performance shows that we have done a good job. 

We have had very little difficulty with our loans. To a certain ex- 
tent in our particular institution we do do some of what you say. For 
instance, if we see a proposition where we can sense or actually know 
that this buyer is getting a bad deal and he is going to be in over his 
head, we don’t want to go ahead at all because we don’t want to be a 
part of that bad deal, and we turn down literally hundreds and ee 
dreds and hundreds of loans because of that. 

I cannot speak for all other institution lenders and savings and loan 
associations. [am sure some feel as we do and screen very carefully. 
Others I think are pre very lax about that. 

Again, though, I don’t know quite what we could do because we have 
no right to tell a man that he can’t borrow money over and above our 
mortgage. He has the right to do it if he wants to. 

Mr. Appontzio. You know, I am sure, that if a recession comes along, 
a fellow who has a second mortgage is going to be in trouble. 
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Mr. Waker. I certainly would agree with you; yes, sir. I think 
that anything Congress can do along the lines of my testimony to try 
to help the conventional lenders of the country and the big insurance 
companies and the others who specialize largely in VA and FHA loans 
to help get those programs working in a reé alistic w ay would be a very 
desirable thing. 

Mr. Rarns. Mr. Walker, Mr. Addonizio is going to yield to me for 
one question. Itisa pretty hot one. I am not going to press you for 
an answer to it. 

What would you think of prohibiting second mortgages on homes 
where the first mortgage is held—I am talking about conventionals 
now—by a Federal savings and loan association, or by other federally 
chartered or insured banks ? 

Mr. Wacker. Well, you understand this is the first I have ever heard 
of that. I would like to think for a second about its consequences. 

I think there is no doubt, sir, that such a prohibition, if enacted into 
law, would save some people some grief. But also, on the other hand, 
it would hinder many a perfectly legitimate, perfectly normal and 
perfectly reasonable transaction, too. 

It is easy for us to come to the conclusion that all second mortgages 
are always bad and people are always in trouble. That just is not so. 
There are many, many second mortgages of a perfectly reasonable 
nature which are within the ability of people to carry out which serve 
a very useful social purpose. 

I would be inclined to be very wary of a proposition that just tarred 
everybody with the same brush and possibly would do a lot of harm, 
too. 

Mr. Rarns. I have no closed mind on it. I just have this fear in 
my mind. The Congress of the United States, Mr. Walker, has to 
act when the people get pushed into something. 

What has got me worried is, if this practice continues too much, 
especially with the balloon payments which you condemn so muc h 
in your statement, and I agree with you—the balloon-type mortgage— 
if that thing should get ‘out of hand, can’t you just see some day 
some Congressman vetting up on the floor and really going to town 
to cut out these 40- percent discounts on these second mortgages of 
Federal savings and loan associations ? 

Mr. Wacker. [I sure can, and to the extent that the people who 
run savings and loan associations deliberately engage in those things 
or encourage them or do what their own consciences know is wrong, 
then I would certainly condemn it. 

But I don’t think you can hold the Federal savings and loan as- 
sociation responsible for what a builder or the individuals do beyond 
its right to interfere with his contract, you see. 

Mr. Apvponizi1o. Mr. Chairman, may I respectfully submit that, in 
view of the fact that we have no documentation concerning the details 
on fees and charges permitted in this area, perhaps at a later date 
our staff could make a complete study of the subject in this area as 
well as other places in the country. 

Mr. Rarns. We have got a busy staff, of course; but if it continues, 
we will certainly check into it, Mr. Addonizio. 








COMMUNITY FACILITIES AND MORTGAGE CREDIT 135 


r. Watxer. In that respect, Mr. Addonizio, as far as our institu- 
shane is concerned, we shall be happy to furnish this committee with 
any information you wish in any detail you wish, under oath. 

We are not the least bit worried or concerned or ashamed of any 
act we take. We are human. We sometimes make mistakes, sure. 
But there are mistakes of the hands, not of the heart. 

We are glad to expose everything we have to you in complete detail. 

Mr. Apponiz1o. Thank you very kindly. 

Mr. Rats. You have been a most cooperative witness, Mr. Walker. 
We appreciate it. We don’t mean to infer any w rongdoing by these 
questions—we are only seeking information. You understand our 
position. 

Mr. Warxer. I do understand, sir. I am very glad you are here. 
I think this investigation is needed. 

Mr. Wipnati. Mr. Walker, do you have any figures on the number 
of second mortgages here in this area ? 

Mr. Waker. No, sir; Ido not. That is, as I said in my statement, 
one of the tough parts of this problem. The recordings are not 
separated by first and seconds; and short of a mammoth clerical job, 
it is almost impossible to know. 

Mr. Wipnatt. So you wouldn’t have any figures as to the average 
amount involved ? 

Mr. Waker. No, sir; I would not. 

Mr. Wipnatu. Or the amount of increase in the last few years? 

Mr. Waker. No, sir; I do not. That information is all purely, I 
think, guesswork on everybody’s part because there are no figures. At 
least I have never seen any. 

Mr. McDonovuen. Mr. Walker, I think you made a very excellent 
witness and have given us a lot of very valuable information. Your 
reference to the Government being out of business in direct loaning 
is an excellent similarity to the Russian Gover nment, and the GI loan 
is certainly the American way of awarding our veterans rather than 
the Russian way. 

Mr. Wacker. I would agree with that. 

Mr. McDonoven. I think your point there is very well taken. I 
don’t have any questions. I think you have added a great deal to the 
record here today, and I appreciate your appearing here. 

Mr. Rarns. Any other questions? We want to thank you, Mr. 
Walker, for appe aring. We hope we haven’t caused you too much 
inconvenience and everything will straighten out for you at home and 
your other problems. 

Mr. Waker. I thank you very sincerely for asking me, Chairman 
Rains, and I am so sorry that my unwise decision to ask for a rain- 
check was misinterpreted by some folks as unwillingness to appear, 
because it certainly was not. 

Mr. Rarns. It was not misinterpreted by me. We are very glad 
to have had you here with us today. [ Applause. ] 

Our next witness is Mr. George E. Talley, chief mortgage credit ex- 
aminer, and Mr. H. M. Strick] and. chief of operations of the Miami 
insurance office on FHA and secondary mortgage financing. 
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STATEMENT OF HAMILTON STRICKLAND, OPERATIONS OFFICER; 
AND GEORGE TALLEY, CHIEF MORTGAGE CREDIT EXAMINER, 
FEDERAL HOUSING ADMINISTRATION, MIAMI OFFICE 


Mr. Srrickianp. I am Hamilton Strickland, operations officer of 
FHA, and this is Mr. George Talley, our chief mortgage credit ex- 
aminer. 

I don’t think, after hearing all these professionals here, that I will 
be able to bring you any news. 

Mr. Rarns. Let me ask you a question before you get started. This 
committee is quite disturbed about Mr. Spofford. Why did he go 
away to Europe on a vacation after he had agreed to come before this 
committee ? 

Mr. Srrickianp. Sir, I can’t speak for Mr. Spofford. I know that 
’ and I am sure that was prior to his seeing Mr. Poston— 
he did get clearance for a trip to Spain on a boat out of Port Ever- 
glades. It was all set. The reservations were made even before he 
had news of this. 

The only thing that I can say to the committee, he indicated to me 
that his wife had been quite ill and that they might hold him here from 
his trip to make him cancel his reservations to appear. That is the 
most he ever indicated tome. Mr. Rains, I can’t speak for him. 

Mr. Rartns. You realize, of course, it is never a good thing not to 
appear before a congressional investigating committee. Now, of 
course, we could subpena him, which we don’t like to do. But when 
he is in the Federal Government as a Government employee, no matter 
who it is, we expect him to give us his cooperation. 

So I don’t know whether it is his fault or whose fault it is, but 
we intend to look a little bit further into it. We are not complain- 
ing about it, but he led us to believe that he was going to be here. 
I am sure you can give the same testimony. But you are not sup 
posed to do what Mr. Spofford has done to an investigating committee 
of the Congress. So we are going to want to know a little further 
why that happened. 

Mr. Srrickianp. This is Mr. Meade, our zone operations commis- 
sioner. 

Mr. Rains. State your name, Mr. Meade. I met Mr. Meade this 
morning but I didn’t remember his name. 





STATEMENT OF HOWES MEADE, ZONE COMMISSIONER FOR THE 
SOUTHEASTERN PART OF THE UNITED STATES, FEDERAL HOUS- 
ING ADMINISTRATION 


Mr. Mrapvr. My name is Howes Meade. Iam the zone commissioner 
for the southeastern part of the United States for the Federal Hous- 
ing Administration. 

With regard to Mr. Spofford, some 5 months ago he made applica- 
tion for a vacation in Europe. On the 29th day of August of this 
year Mr. Poston was in Mr. Spofford’s office at the same time that 
I was. 

it was my understanding at that time that the hearings were being 
set up for this date. It was understood by the counsel for the com 
mittee, Mr. Poston, that Mr. Spofford was going, and I heard no com- 
plaint about it until the day the ship sailed with Mr. Spofford. 
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I understood that the chairman of the subcommittee was rather 
disturbed. I explained to FHA exactly the circumstances, and | 
felt like Mr. Spofford was not being requested to be here; and for 
that reason I came down from Washington in the event that I, as his 
superior, could be of any service to this committee and offer any 
testimony they desired. 

Mr. Rarns. According to the information we have, and we don’t 
have any reason to doubt our chief counsel of this committee, Mr. 
Spofford clearly implied that he would be here; and I didn’t get any 
information from my staff, or the staff didn’t, until September 30, 
even after he had accepted our invitation, that he had gone to Europe 
on this trip—whether it is business or vacation would be of no differ- 
ence, of course. 

I have never heard of that happening. Have you, as a former 
Member of the Congress ¢ 

Mr. Mrapr. No, it was my understanding that he would not be 
needed, or that he at least knew that if he was needed, I gave the 
clearance for him to leave, for him to go. 

Mr. Ratns. Did you give the clearance to us or to any member of 
my staff? 

Mr. Meape. Oh, no, I gave the clearance before I ever heard that 
there was going to be a committee investigation down here. It cer- 
tainly was not in avoidance—— 

Mr. Ratns. In the past, the FHA and the Housing and Home 
Finance Agency have been most cooperative. I think they should be 
because we are trying to solve the problems they are concerned with. 

I would like for the record to show that I think this committee has 
been misled and a little bit mistreated by somebody in the organization 
by giving us a wrong impression of Mr. Spofford’s intentions. 

It. doesn’t sound good to read that kind of business in the newspaper 
when you are expecting him to appear before your committee. 

Mr. Meave. As I understand, on August 29 the committee, through 
counsel, had information that Mr. Spofford was planning to leave 
on September 30. 

Mr. Posron. That is not true. September 30 was the first time we 
were informed of Mr. Spofford’s inability to be here at this meeting. 
(The following letter was subsequently submitted by Mr. Meade.) 

FEDERAL HOUSING ADMINISTRATION, 
OFFICE OF THE ZONE OPERATIONS COMMISSIONER, 
Washington, D. C., December 8, 1957. 
Hon. ALBERT RAINS, 
Chairman of the Housing Subcommittee, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN RAINS: On October 9, 1957, I appeared before your committee 
in Miami, Fla., and stated that the staff of your committee on housing had ad- 
vance information that Mr. Byron Spofford, director of our Miami insuring office, 
would not be in attendance that day as he was on his way to Spain for a vacation. 

Upon Mr. Spofford’s return from Spain, I learned from him that the staff had 
not been so informed of his anticipated trip. 

I regret that I had been mislead to believe that your able staff had been so 
informed and I wish you would insert this letter in the record to correct the 
statement I made at the hearings in Miami. 

Sincerely yours, 
W. Howes MEADE, 
Zone Operations Commissioner. 
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Mr. McDonovuen. Mr. Meade, as the regional officer for FHA, do 
you think there is any information that Mr. Spotiord might give the 
committee that cannot be given by the people that we have ‘with us 
this morning ? 

Mr. Mrape. No. Mr. Strickland and Mr. Talley, I am sure, possess 
all the information that Mr. Spofford would have, anyway. 

Mr. McDonoveu. You could supplement anything that they might 
not have? 

Mr. Apponizio. Mr. Chairman, I think that is beside the point, 
because I think it is a discourtesy to the committee. I think because 
of his responsible position as FHA Director in this area, he should 
have been here. 

Mr. McDonoven. I think the point, Mr. Chairman, is the commit- 
tee is Hem to seek information. If, for instance, Mr. Spoiford might 
have broken a leg or was unable to appear physically, these men are 
here to give us the information that the committee wants. 

Mr. Rains. He could let the committee know, though, regardless 
of whether he broke his leg or was in the hospital, or what not. I am 
not complaining about the lack of information. I was complaining 
about the attitude taken toward a congressional committee that goes 
to all the trouble to try to assist him. 

This kind of business shouldn't happen to congressional committees 
without some more information being given as to the reason. It im- 
mediately raises in my mind—I don’t mind telling you—was there 
some reason for his not being here. 

Mr. Meapr. Not one bit. He arranged this trip some 5 months ago 
and made lis booking on the ship. As you know, it is rather hard 
to get passage. That is the reason I am down here to answer any 
questions that might be propounded to him. 

Mr. Rarys. All right. It is a closed incident as of now, so we will 
proceed with the two gentlemen before us. Thank you very much, 
Mr. Meade. 

You may proceed with your statement, Mr. Strickland. 


STATEMENT OF HAMILTON STRICKLAND—Resumed 


Mr. Srrickianp. Mr. Chairman and members of the committee, I 
will get along with this brief statement, which I said looks like it 
covers about everything that has already been said. 

In preparing our statement for the committee on secondary market 
financing and ‘other fin: incing practices in the conventional mortgage 
section of the housing market, we are only able to provide that infor- 
mation which has been brought to our personal attention by persons 
associated with the mortgage, building, and banking industry. 

No effort was made to document this information, nor was there 
any special inquiry made to lending institutions. However, we have 
no reason to question the accuracy of the information provided. 

It would appear that secondary financing in connection with con- 
ventional first mortgages in some fields of lending is quite prevalent 
and is fast becoming a standard financing practice. 

In a substantial number of cases, and project developments in par- 
ticular, the first mortgages are closed in the name of the building 
corporation with the ultimate buyer assuming the corporation’s first 
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mortgage, and giving the building corporation a second mortgage 
for a substantial part. of the balance of the purchase price. 

It was stated that in only a very few cases were the purchasers 
required to qualify as to mortgage credit. After the purchase trans- 
actions were closed, the first mortgagee would also assume collection 
of the second mortgage for the “seller. Under this arrangement, 
collections on the second mortgages were deposited to the account of 
the seller or second mortgagee. 

This type of financing has become common practice with many 
lenders on the lower east coast. 

In the majority of cases, these second mortgages are of the balloon 
type, with usual terms of from 3 to 5 years, with interest rates rang- 
ing from 6 to 10 percent. The monthly payments on the second mort- 
gage are very nominal, and are usually set as if they were being 
amortized on the basis of the first mortgage. 

It has been said that very few people realize what type of second 
mortgage they have contracted for until the full payment falls due on 
the balloon note. 

There is, of course, no assurance that the second mortgagee, or even 
the first mortgagee, will assist the homeowner if he is uns able to meet 
this balloon payment. Some cases have been reported where the de- 
veloper amortized his second mortgages on almost the same terms as 
the first. 

We believe that it can be safely said that, in the majority of cases 
where conventional financing is available, some type of secondary 
financing may also be arranged, regardless of t! ¢ purchase price of the 
property. It is not uncommon for these second mortgages to be dis- 
counted at a rate of from 20 to 40 percent to investors. 

More detail concerning this subject has not been provided, for the 
reason that considerable research would have to be done in order to 
establish a more complete picture on secondary financing in the con- 
ventional field. However, we feel that the information provided sub- 
stantiates the fact that secondary-mortgage financing is quite prevalent 
in this area. 

it also developed in our discussions with individuals in the industry 
concerning this matter that they were of the opinion that the qual- 
ty of construction was exe eption: ally poor, and I meant to add there— 

I didn’t have time to add it—especially in connection with project 
developments. 

Mr. Rarns. You have given us the meat in the coconut. One ques- 
tion: How do you police ‘the FHA mortgages? How do you keep up 
with whether or not they put second mortgages on FHA loans? 

Mr. Srrickianp. Actually, we haven’t set any particular pattern 
on that. Of course, the mortgagee makes a certification, to the best 
of his knowledge, of a valid first lien. We have never had any so- 
called policing. We don’t think it is required. We have found that 
only in some cases, where some individual was actually not aware of 
FHA regulations, some single builder took a second and, of course, 
they were only too happy to get it paid off before we took any action. 

Mr. Rains. One other thing. On an FHA-insured first mortgage, 
say 5, 6, or 7 years go by and the owner makes payments all the time 
and hi as no second mortgage and he then begins to finr it necessary to 
get a title I loan to put a new roof on his ‘house, what does he have 
to do—come in and see FHA about that ? 
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Mr. Srrickianp. There is no such requirement. 

Mr. Rarns. What you acutally require is that he must not have a 
second mortgage in connection with the purchase of the home. Isn’t 
that correct ¢ 

After time has gone by and the transaction is closed as far as 
the home is concerned, he can handle that as he sees fit ? 

Mr. Srrickianp. That is correct, sir. 

Mr. Rays. Of course, all those mortgages have to be recorded, 1 
assume. Somebody might hold off having a “second mortgage recorded, 
but that wouldn’t be very safe, would it ? 

Mr. Srrickuanp. That’s right. They try to get them recorded as 
fast as possible. Of course, under conventional, they slam them down 
just as fast as the first goes down. 

Mr. Ratns. Do you have any way of checking on the FHA record- 
ings of mortgages to see whether or not there are any seconds being 
filed against them ¢ 

Mr. Srricktanp. We do not. The title companies here in the city, 
especially in connection with FHA’s, are quite cognizant of the regula- 
tions, and they check them right down to the last minute, as possible 
on the public records, and will follow up. When they see one fall 
behind, they notify the mortgagee of it. 

Mr. McDonoveu. Mr. Strickland, is this practice more prevalent in 
this area than it is in other areas in the United States? 

Mr. Srrickianp. They say here and California, sir, are the two 
greatest areas for secondary-mortgage financing. Where they have 
rapid growth and Federal savings and loan associations popping up on 
every corner, and competition for the depositor’s dollar, they get into 
this sort of thing. 

Mr. McDonoveun. In other words, this practice is considered in the 
shark-loan area, isn’t it ? 

Mr. Srrickianp. I would say, in my personal opinion, very much so. 

Mr. McDonovueu. In the shark-loan area, and there are two juris- 
dictions there that have control of it. There isthe State government— 
the Federal Government has never entered into it, but there are cer- 
tainly some State laws that we have, very stringent State laws in Cali- 
fornia, that we have passed against the shark loan. 

I think we ought to find some means of providing you with some 
sort of a weapon or some kind of machinery that would get a check 
on this before it is applied, because the public is the victim of this 
kind of a shyster, and we ought to do something about it. You are 
close to the picture, and I would like to know what you think we 
ought to do. 

Mr. SrrickiaNp. Of course, you are having reference, I assume, to 
conventional-type financing. 

Mr. McDonovuen. aot 

Mr. Srrickitanp. Not FHA. 

Mr. McDonovcu. No. 

Mr. SrrickiaNp. Naturally, there is only one thing that can be 
done to stop such a thing. It means legislation. 

Mr. McDonovau. State legislation? 

Mr. Srrickianp. Either State or Federal. 

Mr. McDonoven. If you say a second mortgage with a balloon- 
type second mortgage can be applied after an FHA loan is granted 
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without any notice to you, then the thing that we want to provide is 
some means where you have to be notified before this can be applied. 

I think that is where the jurisdiction of this committee comes into 
the picture, where the regional mortgage examiner for the FHA is 
informed before this kind of a loan can be applied, and then you can 
analyze and see if the person is not able to pay or remove the balloon 
feature altogether, and make it a long-term loan on a conventional 
basis or a reasonable basis. 

Mr. Rarns. A second mortgage of any type is now prohibited under 
the FHA in the closing of the loan ¢ 

Mr. McDonouen. That’s right. 

Mr. Srrickianp. We haven't had any problem here. We have had 
some isolated cases of it. I think we stay on top of it. We have had 
very few problems about this second-mortgage situation. And of 
course that is why most of these people have gone conventional. 

Mr. Ratns. Is it your opinion that the ballooning of second mort- 
gages would materially atfect the worth of the first mortgage / 

Mr. Srricktanp. You mean as to the greater risk for the first 
mortgagee ¢ 

Mr. Rains. Yes. 

Mr. Srrickitanp. Yes, I say so, very definitely. Not only that, 
foreclosure costs in this State are plenty high. Some people say, 
“Well, the builder might have mortgaged out on the first.” 

Mr. McDonovucu. What about your State—do you work with the 
real estate commissioner here ? 

Mr. SrrickLanp. No, we do not, sir. Of course we all, I mean, are 
a part of the industry. We have no direct relationships with them. 

Mr. McDonovuen. Has there been any proposal in the State legis- 
lature to regulate this thing? 

Mr. SrrickLtanp. To my personal knowledge, I don’t know of any. 
There might be those that have some legislation pending about usury 
and things of that sort. But I know of nothing in this field. 

Mr. McDonoveu. Mr. Chairman, I would like to know if there is 
anybody in the audience connected with the State Government of 
Florida in this connection, anybody connected with the real-estate 
commissioner ¢ 

That is all. 

Mr. Rarns. Mr. Widnall? 

Mr. Wipnatu. What is the pattern of FHA applications in the last 
couple of months? 

Mr. Srrickitanp. You have reference between new and existing 
construction ¢ 

Mr. Wipnatt. Yes. 

Mr. Srrickianp. Actually our volume has been holding fairly 
steady at around 500 to 600, which is about normal. However, the 
surprising feature is that your existing business has increased con- 
siderably and now represents 50 percent or more of our volume of 
applications. 

Mr. Wipnatt. Existing construction ? 

Mr. Srrickianp. Existing construction, sales on older homes and 
close-in locations, where the brokers are getting conditional commit- 
ments for the purposes of assisting in the sale of the property; quite 
a volume. It is more and more becoming quite a thing. 
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Mr. Wipnati. But your applications have been holding steady ? 
They haven’t been increasing or decreasing / 

Mr. Srrickianp. Not insofar as new construction. They have de- 
creased substantially on new construction, but increased on the exist- 
ing side. 

Mr. Rarys. Mr. Barrett? 

Mr. Barrerr. Mr. Strickland, I would like to ask you a quest ion. 
Of those few with whom you did have trouble, who had 3-year to 
5-year loans, what happens at the end of the third year or the fifth 
year? Do you give that individual a chance to refinance, or what is 
the ultimate result ? 

Mr. Srrickianp. Of course, people have different information. 
The ones that I had, I referred to FHA, where we had some problems 
there. Those second mortgages were not of the balloon type. 

Mr. Barrett. I am not speaking of the balloon type. The balloon 
type is connected with the shark-loan shooters. 

Mr. SrrickLanp. In many cases they tell the fellow to dig up $300 
and he will get it extended, or $400, for another 3 or 4 years. After 
all, if you go down to attempt to refinance and get this combined in 
an institution and you just heard about some of the ch: irges and fees, 
it would be cheaper to pay the $300 than to go down to get it re- 
fins anced and pay $700 or $800 that we were speaking of a while ago of 
7 or 8 months, as high as 10. 

Mr. Barrerr. Tell me something about the 10 percent. How do 
they circumvent the 10 percent to get up to 20? 

Mr. Srrickianp. I don’t know under the law. Maybe Mr. Talley 
is familiar with that subject. 

Mr. Tatiey. The 10 percent is the maximum interest rate. The 20 
percent is the discount. A man will have a mortgage, say, for $2,500. 
He wants to get his money out of it. So he w iIT discount it to some 
other person or bank, institution, for, say, 25-percent discount. In 
other words, he will sell it to him for $625 less than the face amount. 
That has nothing to do with the actual interest rate on the loan. 

Mr. Barrett. That has it up to 20 percent ? 

Mr. Tatxey. That’s right. 

Mr. Strickianp. It gives him a much higher yield. 

Mr. Barretrr. And he has a 10-percent interest rate, which means 
up to 30. 

Mr. Tatiey. Well, a lot of times when they first make these sec- 
ondary loans, they require a discount to take the loans—the lender 
does. Sometimes that runs from 10 on up to 20 percent. 

Mr. Barrett. Do you consider that a discount or a bonus? 

Mr. Tatiry. You can call it either thing. The borrower doesn’t get 
the money. 

Mr. Barrerr. How much actually would it cost an individual to take 
a balloon-type loan, say, of $5,000 ? 

Mr. Tatxey. It would be different in different occasions. If he is 
borrowing this money for an improvement or for some family emer- 
gency or some reason like that, and already has a first mortgage on 
his house, he usually pays 10- to 20-percent discount to start with 
and other charges, and usually 8 to 10 percent interest on it. 

Mr. Barrerr. Let me just close with this one question: If the in- 
dividual cannot get his loan refinanced, or cannot obtain an extension, 
what happens? 
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Mr. Tatiey. The mortgage is usually foreclosed by the holder of 
the mortgage. 

Mr. Barrett. The balloon-type mortgagee must foreclose and take 
over the mortgage? 

Mr. Tatiry. Take over the property, subject to the first mortgage. 

Mr. Rarns. Mrs. Sullivan ? 

Mrs. SuLiivan. Just one question, Mr. Chairman. Mr. Strickland, 
you say, in closing your statement: “It also developed in our discus- 
sions with individuals in the industry concerning this matter that 
they were aware of the opinion that the quality of the construction 
was exceptionally poor.’ 

Mr. SrrickLanp. I meant to add in that, “Especially in project de- 
velopments.” I didn’t want to get there tied in with individu al homes 
conventionally financed. 

Mrs. Sutiivan. Would the construction be poor in the homes that 
had a conventional loan rather than in the FHA loans? 

Mr. Srrick.ann. Here is what I had reference to. I said in rela- 
tionship to our minimum property requirements of FHA. That is 
what I meant. In our inspection standards, they would never pass in 
a lifetime. 

Mrs. Suuuivan. In other words, these conventional loans do not re- 
quire the inspection that would be required if a loan was being made 
under the FHA ? 

Mr. SrrickLanp. I would like to add it has only been recently— 
of course Dade County has always had a fairly strong code and in- 
spection and so forth—but it has only been recently both in Broward 
and Palm Beach Counties that they have even had a building depart- 
ment. “You could build anything without a permit if it was on a con- 
ventional basis. Lf it was FHA or G1, you had to have an inspection. 
They had a field day up there a few years back. 

Of course, it is improving some. But the situation now is—and 
this is what [ get—we have our people in and around all these prop- 
erties along with our own, and basically it would not pass an FHA 
Inspection under any circumstances, on an inspection from framing 
to finish to : anything th: at you want to mention. 

Mrs. Sunrtvan. And the building code has not been strengthened ? 

Mr. Srrickianp. Actually those codes mostly run to the structural 
qualities of the building, not your finer finishes as to workmanship 
and this and that and the other thing, which are required both under 
FHA and VA. Those inspections are made by the inspectors for the 
county now, or the cities, but the counties essentially. 

I assume the lender has a man go by and occasionally and check the 
job. 

Mrs. Sutiivan. Thank you. 

Mr. Ratns. You have been a very good witness. We appreciate 
your coming, Mr. Talley. I know without saying that you are going 
to keep a very good chee kon the FH A’s angle. 

Mr. Srrickianp. We will stay on top of it the best we can. 

Mr. Rarns. Thank you very much. We appreciate your coming. 

| Applause. | 

Mr. Rarns. The last witness is Mr. Asa B. Groves, Loan Guaranty 
Officer of the Veterans’ Administration. 

Come around, Mr. Groves. 
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STATEMENT OF ASA B. GROVES, LOAN GUARANTY OFFICER, 
VETERANS’ ADMINISTRATION, MIAMI OFFICE 


Mr. Groves. May I preface my remarks by stating I realize I was 

oing to be here about this time. Therefore I made it as short as 
possibly could. 

Mr. Rarns. You know how short they get when it gets toward ea 
ing time and a little late. They don’t have as many questions aan: 
You are right in ayine we will take a brief statement. So you may 
proceed, Mr. Groves 

Mr. Groves. I am Asa B. Groves, loan guaranty officer of the local 
office of the Veterans’ Administration. 

Your committee, as I understand it, is here for the primary purpose 
of studying the growth of second mortgage instruments in the housing 
field. I am confident that you have alre: dy determined that there has 
been a tremendous growth in this form of financing, creating a situa- 
tion full of pitfalls to the uniformed buyer, and one which we were 
confident had disappeared from the American scene with the advent 
of FHA and later with the VA. 

The question now is not whether it exists or not, but what has created 
the situation and what can be done to remove it once and for all from 
the housing picture. 

Congress must recognize as long as the need for housing exists, and 
the demand is still unusually strong in Florida because of our climate 
and our homestead-exemption law, that if adequate financing is not 
available through the channels of FHA or VA, other methods, regard- 
less of their potential ultimate dangers, will be utilized. 

Congress, in its desire to maintain a status quo as to interest rates 
and the imposition of the discount controls, has literally forced the 
buying public into the second mortgage field. 

Until we all learn that money is a commodity, just the same as 
sugar or flour, and will respond pricewise as its supply diminishes 
or the demand increases, the present stringency will ex:st for Govern- 
ment-insured or guaranteed loans, and there will be an ever-increasing 
growth in the second-mortgage field. 

One of the oddities which has emerged from the last session is a 
situation wherein the Government has said to the builders and mort- 
gage brokers—and I might interpolate there by stating that the Gov- 
ernment itself did not, but you ordered the FHA and the VA to con- 
sider what was reasonable in the way of discount controls—you cannot 
sell your VA mortgages for a greater discount than 414 points to net 
you—the builders—9: 514, and ‘the ve ry governmental agency set up 
specifically to purchase these loans when other sources are not avail- 
able—and I refer to FNMA—saying they will not pay more than 
921% and will charge in addition thereto 114 purchase fee, and require 
the purchase of an equivalent in stock of 2 percent of the mortgage. 

This stock in today’s market is selling for less than 50 cents on the 
dollar, thereby reducing the net received by the builder to 90 points 
or a 10-point discount. As a consequence, here in Miami a large 
majority of the builders who were in the GI program are now building 
conventional and utilizing the crutch of secondary financing, some 
with the balloon- -type maturity, to attract their buyer. 

Congress must realize that in imposing an inflexible interest rate and 
an unrealistic discount contro], they are retarding the only means by 








COMMUNITY FACILITIES AND MORTGAGE CREDIT 145 


which the average American can purchase a home with a nominal 
downpayment and leavi ing him with no alternative but to resort to the 
older form of conventional first-mortgage financing of 50 to 65 percent 
of the sales price and to secondary financ ing, s seemingly regardless of 
the cost. 

In my opinion, to correct the evils of secondary financing is to place 
similar controls on the sources of conventional financing, which will 
literally cut off even the present flow of new housing, or to liberalize 
the FHA and the VA, if you will, to where they can compete on a rela- 
tively even basis by interest rate adjustment or outright recognition 
of discounts in the valuation process. 

The final result through the application of the discount curbs is that 
today the VA program is as dead as a dodo bird, and the FHA is very 
close to being in the same position. 

Mr. Rarns. Mr. Groves, this is a fine statement. | Applause. | 

It winds up, as always, with the problem back in the lap of the 
Congress. That is always where these things finally wind up. 

Mr. Groves. I wish to apologize for that. In rereading it | thought 
perhaps I should have not been quite so direct in my criticism. 

Mr. Rarns. That is perfectly all right. This committee is inter- 
ested in getting your views, whether we agree with them or whether 
we don’t. 

What you say in your statement is absolutely true about FNMA. 
The Veterans’ Administration has established a maximum discount of 
+14 points for the Miami area, but FNMA will only pay 9214 for GI 
mortgages. I repeat what I have said before and that is that this 
constitutes gross discrimination against our veterans. I wrote Mr. 
Baughman not long ago about this very same thing, and used the 
phrase “As long as you keep the two items apart, never the twain 
shall meet.” 

Two questions: Do you think the 41% percent discount allowed here 
in Miami on that type of loan is a reasonable—or I should say, a proper 
figure ¢ 

Mr. Groves. Definitely not. I was asked that question at the time 
as to what it would be, and I said it would have to be at least eight 
points to make it realistic. 

Mr. Rarns. That was my next question. Were your recommenda- 
tions consulted when this figure was arrived at, or was it done in 
Washington without consultation with you? 

Mr. Groves. My comments were voluntary. They were not asked 
for. 

Mr. Rarns. Mr. Addonizio? 

Mr. Apponizto. Mr. Groves, the VA does not completely rule out 
second mortgages ¢ 

Mr. Groves. Not completely. 

Mr. Avpon1z10. How do you control the problem 

Mr. Groves. Of course basic ‘ally you an appreciate that there is 
very, very little need for it under the type of financing that we have 
to offer. There are occasions—and I am referring now to the direct- 
loan program, where a second mortgage might be advantageous to the 
buyer—and it is always considered as an individual case b ry the office. 
Mr. Rats. In other words, you have knowledge of it when it is 
done ? 
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Mr. Groves. Oh, yes; very, very definitely. 

As a matter of fact, in the two cases, I might say, which I am 
cognizant of at the moment, where we have allowed second mortgages 
they were written by me—I mean the terms. They ran conc urrently, 
and at the same interest rate as the first mortgage. 

Mr. Apponiz1o. That is all, Mr. Chairman. 

Mr. Rarns. Any questions, Mr. McDonough ? 

Mr. McDonoucu. No, thank you for your information. 

Mr. Rarys. I would like to comment at the close of the hearings. 
Tomorrow the committee will still be in the Miami area. We are 
going to be looking at military housing on base, which is also the 
jurisdiction of this committee. 

I would like to say that it is the consensus of opinion here that no- 
where in America have we ever attended a hearing where the witnesses 
have been more cooperative, and given us better testimony. 

I want to express our appreciation to you, the audience, for coming 
and sitting with us through what I think has been a very interesting 
session. 

The committee will stand in recess. Thank you, ladies and gentle- 
men, very much. 

(Whereupon, at 1:45 p. m. the committee adjourned, subject to 
call.) 








APPENDIX 


(The following reports were received from Federal Housing Ad- 
ministration :) 
Insuring office: Jacksonville, Fla. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale contracts, 
contracts for deed, or other devices designed to lower the initial equity required 
from the home borrower being used in the conventional moregage sector in the 
current market? 

Answer. On new construction, 15 percent ; on existing construction, 50 percent. 

2. How does the frequency of use of secondary financing in the current market 
compare with conditions existing 6 monthsago? A year ago’? 

Answer. There has been an increase over the last year. 

3. Describe in detail any developments in the use of secondary mortgage financ- 
ing which you consider unusual or peculiar to your insuring office jurisdiction. 

Answer. [Blank.] 

M. H. Moyer, Director. 


Insuring office: Miami, Fla. September 30, 1957 

1. In your opinion how extensively are second mortgages, land-sale contracts, 
contracts for deed or other devices designed to lower the initial equity required 
from the home borrower being used in the conventional mortgage sector in the 
current market? 

Answer. Sources considered reliable and current newspaper advertisements 
indicate the majority of new homes purchased with conventional financing in 
this area currently involve secondary mortgage transactions. 

2. How does the frequency of use of secondary financing in the current market 
compare with conditions existing 6 months ago? <A year ago? 

Answer. The ever-increasing housing costs compared with decreasing cash 
position of the buyer indicates secondary financing continues to increase from 
month to month and year to year. 

3. Describe in detail any developments in the use of secondary mortgage financ- 
ing which you consider unusual or peculiar to your insuring office jurisdiction. 

Answer. The prevalent use of one mortgage by savings and loan institutions 
and some other conventional lenders, for both construction and permanent finane- 
ing, with property involved being deeded to the buyer subject to such mortgage, 
lends itself to secondary financing. Second mortgages taken back by the seller 
are usually for term of 3 to 5 years, with the maximum interest rate allowed by 
law. To overcome the purchaser’s objections to high monthly payments, many 
have the balloon feature. Such mortgages are discounted in the market, consist- 
ing predominantly of individual investors, at from 20 to 40 percent. Some are 
placed with the holder of the first mortgage for collection purposes, or are hypoth- 
ecated with such mortgagee and subsequently often are actually owned by the 
holder of the first mortgage. 

C. B. Sporrorp, Jr., Director. 
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Insuring office: Tampa, Fla. September 30, 1957 

1. In your opinion how extensively are second mortgages, land-sale contracts, 
contracts for deed, or other devices designed to lower the initial equity required 
from the home borrower being used in the conventional mortgage sector in the 
current market? 

Answer. According to best obtainable information, second mortgages are being 
used in majority of cases involving conventional financing. Contracts for deed 
rapidly becoming more prevalent, especially in connection with sale of lots or 
small tracts by land speculators. 

2. How does the frequency of use of secondary financing in the current market 
compare with conditions existing 6 months ago? A year ago? 

Answer. Frequency of second-mortgage financing about unchanged. Increase 
during periods quoted has occurred with respect to contracts for deed. 

3. Describe in detail any developments in the use of secondary mortgage 
financing which you consider unusual or peculiar to your insuring office 
jurisdiction. 

Answer. None. 

Harpy A, SuLLIVAN, Director. 


(The following two reports were received from the Veterans’ 
Administration :) 
VETERANS’ ADMINISTRATION, 


LOAN GUARANTY DIVISION, 
Jacksonville, Fla., October 7, 1957. 


To: Chief Benefits Director, Department of Veterans’ Benefits, Veterans’ Adimin- 
istration, Washington, D. C. 
Subject: Secondary borrowing arrangements—Reports control symbol 26—45-S. 

In compliance with your request of September 17, 1957, for a report as to the 
types of secondary borrowing arrangements, our report, as summarized below, 
reflects an estimate of the extent and the nature of the transactions involving 
conventional-mortgage financing: 

1. Approximately 75 percent of conventional speculative building involves the 
utilization of secondary financing. This device is confined chiefly to dwellings 
which are sold in the $10,000 class. 

2. The primary loans are generally made by Federal savings and loan asso- 
ciations to the extent of 70 percent of the association’s valuation. The builder 
or developer completes the transaction by taking a second mortgage for 25 percent 
of the valuation, and 5 percent is paid in cash by the purchaser. Valuations are 
generally 10 percent higher than FHA or VA. 

3. Rate of interest on the primary loan ranges from 6 to 6.6 percent: interest 
on secondary loan is the same. 

4. Period of amortization of primary loan is 12 to 18 years, but generally 
averages 15 years. Secondary loans are mostly limited to 3 years, and the 
maximum is 5 years. 

5. Marketability of secondary loan involves a discount of 10 percent per year. 
In other words, a 3-year secondary loan would be discounted at 30 percent, and 5 
years, 50 percent. 

6. The use of an agreement for deed on the same terms as indicated above is 
beginning to be utilized in the area of Pinellas County, and is accepted by a 
Federal savings and loan association where a 70-percent primary loan is made 
to the builder, and the contract for deed involves the same rate of interest, i. e., 
6 percent. We have no way of estimating the amount of transactions on contract 
or agreement for deed as compared with the general method of first and second 
mortgages where title is passed to the buyer. 

Tom C. Davin 
(For V. S. Parker, Manager). 


VETERANS’ ADMINISTRATION, 
Miami, Fla., October 9, 1957. 


To: Chief Benefits Director, Department of Veterans’ Benefits, VA Central 
Office, Washington, D. C. 
Subject: Secondary borrowing arrangements (RCS 26—45-S8). 
1. Due to our inability to secure statistical data concerning secondary borrow- 
ing, it is practically impossible to estimate with any degree of accuracy the 
extent of this practice in connection with conventional financing within the 
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Greater Miami area. However, we do have knowledge that builders financing 
on a conventional basis have been forced to resort to secondary mortgage ar- 
rangements to dispose of their properties. This has become an increasingly 
common method, 

2. The amount of cash required of a prospective purchaser under conventional 
financing, usually 35 to 50 percent of the purchase price, forecloses the average 
buyer from securing a home, without benefit of a second mortgage. 

3. The type of secondary borrowing varies, being geared to the maximum 
monthly payments possible within the purchaser’s income. 

(a) One type is amortized over a 3-year period at 8 to 10 percent interest. 
This is the type most desirable to the builder as the mortgage can usually be 
liquidated at a minimum discount of approximately 25 percent. 

(b) Another type used, when the prospective purchaser’s income will not 
permit the large monthly payments required under (@), is a monthly payment 
of interest plus a small reduction in principal over a 3- to 5-year period at 
& to 10 percent interest, with the unpaid principal balance due and payable at 
maturity of the note. This so-called balloon second mortgage is probably one 
that presents the greatest hazard to the average purchaser. The holder of this 
type mortgage, to liquidate under present conditions, would have to discount at 
30 to 40 percent. This precludes the possibility of the purchaser renewing the 
mortgage at maturity without considerable cost, if at all possible. 

(c) Another type which is rare compared to the number of second mortgages 
executed, are those where the builder is financially in a position to hold. This 
type is usually amortized in 10 years, or over a longer period. In some cases, 
for the same period as the first mortgage, at 6 to 10 percent interest. 

(d) A contract for deed is also used to some extent, usually in cases where 
the prospective purchaser has a minimum of cash. 

4. The following figures compiled by the economic and research department of 
the University of Miami indicates the changing trends in financing of homes 
within the Greater Miami area (Dade County) over the past 4 years. 


(Percent) 


| VA commit- | FHA appli- | Other (con- 


ment cation | ventional) 
; 
1954 52 22 | 26 
1955 53 | 22 25 
1956 | 31 25 44 
1957 (ist 8 months ee 23 | 33 44 


We believe a large majority of the 19-percent increase indicated for other than 
Government guaranty or insured financing over the past 20 months involved some 
type of secondary borrowing arrangement. 


(For V.S. Parker, Manager). 


_ (The following articles on second-mortgage financing, appeared 
in Miami, Fla., newspapers.) 


CouLtp You Be BoosyTRApPep WITH A “BALLOON” MORTGAGE? 


(By Jane Wood, Miami News staff writer) 
(First of a series) 


Borrowing and lending money on second mortgages in Dade and Broward 
(‘ounty today is an area of our money world pitfalled with dangerous boobytraps 
for the unwary and the inexperienced. 

Everybody in the money market today knows that Miami could never have 
boomed and bloomed and thrived as it has without legitimate second mortgages. 

You, perhaps, couldn’t own your home had you not had a second mortgage on 
it to cut the downpayment you would have had to pay were there nothing but 
first-mortgage credit available. Hundreds of realtors of the highest character. 
ethics, and competence continually arrange second mortgages that make possible 
a vast volume of our home buying and selling. 
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But “fastball’ operators have been attracted to this money market and have 
for years, on the fringes, been using alligator tactics to muddy the waters. 

If you are thinking of putting a second mortgage on your home, watch out. 

1. Watch out for the kind of mortgage brokers who invite you to solve your 
budget problems and pool your debts by, for example, borrowing $1,000 and pay- 
ing it back over 3 years at $19.50 a month. If that is all they tell you, they are 
not telling you that at the end of 3 years you'll have about $550 to pay in a lump 
sum on such a mortgage. 

2. Watch out for offers of 6 percent second mortgage money. Such money isn't 
available today, except in very rare instances, because of the tight money market. 
Some mortgage brokers are offering 6 percent to lure customers into signing 
notes for 10-percent second mortgage loans. Since 10 percent is the going rate 
today on second mortgages here, the 6-percent offer that fringe mortgage brokers 
are making is just bait for suckers. 

3. Watch out for representatives of mortgage brokering companies who high- 
pressure you into signing paper in blank. That gives them a perfect legal right 
to charge you all sorts of fees and to cover verbal misrepresentation of interest 
rate and terms of a mortgage loan. If you don’t watch out, you may find that 
you have signed, for example, a mortgage for $1,000 at 10 percent interest, 
and get not more than $500 in cash for the debt you’ve incurred. The rest is 
gone, you may be told, in “‘fees and costs.” 

Today there is no law in Dade County, no law in Florida, other than the usury 
laws, to protect you from unscrupulous operators in the second mortgage field. 
You just have to beware, to watch out for yourself. 

Just what is happening? 

Take the case of Mrs. Ethel B. Konietsky. Her husband died last year and 
left her with three small children to raise. She found she couldn’t keep up 
mortgage payments on her home on her income from veteran's and social security 
payments. She went to Mortgage Acceptance Corp. 

She came out of her crisis with another home. On that home she has a con- 
ventional first mortgage, amortized by monthly payments which pay off principal 
and interest over a long term. She also has a second mortgage for $1,900. 
The mortgage holder on record in court files is Mortgage Acceptance Corp. On 
this second mortgage she pays $23 a month. 

Court records show she signed this second mortgage last fall. It requires 
her to pay $23 a month beginning October 1, 1956, until August 31, 1959, “at which 
time the remaining principal then due will be due and payable.” On $1,900 at 
10 percent interest that principal will be $1,623. 

“No,” says Mrs. Konietsky. “That can’t be.” 

She produces a letter to her, dated September 25, 1956, and it says: “Kindly 
make your payments on the 1st of each month starting October 1, 1956, at $2% 
per month for a period of 3 years. Your credit standing will be jeopardized if 
payments are late.” 

The letter is signed by James M. Raskin for Mortgage Acceptance Corp. 
Nowhere in the letter is the fact that a lump-sum payment falls due on August 
31, 1959, mentioned. Mrs. Konietsky says that all she knows about her second 
mortgage is the information in this letter. 

Queried about Mrs. Konietsky’s mortgage problem Raskin first said he knew 
nothing of the mortgage. 

When it was explained to him that he signed the letter, he said, ‘‘She could 
read the mortgage she signed, couldn’t she? I’m sure she got a schedule of 
payments which showed the final payment due.” 

But the struggling widow, when she learned from this writer the terms of 
her second mortgage, said, “Oh, no. How could they do that to me. I can’t 
pay that. Ican just barely make the monthly payments now.” 

She was in despair. 

Informed of her situation, Raskin said, “I will guarantee, if I am alive, to 
refinance her mortgage in 1959.” 

People in desperate straits are often lured by advertising that does not tell 
all. 

Take the catchy little folder that was until recently being sent out by Mortgage 
Acceptance Corp. offering second mortgages as debt-pooling devices. It shows 
a picture of a man with a monthly salary of $350, first mortgage payment of $75 
a month, bills of $1,200, monthly payments on bills of $140. 

“We solved his budget problem with a mortgage loan that reduced his monthly 
payment from $140 to $25. Borrowing can be a sensible solution,” the mailed 
ad proclaims. 
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It lists a table that shows you can get $1,000 cash, ‘3-year term, monthly pay- 
ments, $19.50.” 

Nowhere on the ad are you told that under such terms you will have a lump- 
sum payment of $552.94 due at the end of 3 years. 

Of this ad, Raskin says he has withdrawn it since he became president of 
Mortgage Acceptance Corp. The new one he now mails advertises mortgages 
under terms which will wholly amortize them, leave no lump-sum payment due 
at the end. 

The kind of note the widow signed with her second mortgage, the kind with 
the lump sum due on principal at the end of the payment period, is called in 
the trade a “balloon note,” because of the big final payment ballooning up. 

A second mortgage with this balloon note feature is not conservative home 
financing. At the same time, it has certain perfectly legitimate uses—if the 
person signing is fully aware of the terms. 

The real danger to people in the desperate widow’s situation is that they may 
rock along, lulled into security by their ignorance, making monthly payments 
until the final balloon payment is due—and then lose their homes if they can’t 
refinance a mortgage. To refinance a mortgage means quite simply to get a new 
loan for the balance due. 

The ads for second mortgages as debt-pooling devices, when they do not tell 
of the lump-sum balloon payment at the end, tempt the unwary, the inexperienced, 
the desperate, the credit happy. 

Ethical men in the world of mortgages have tried hard for some years now 
to get some regulation set up to control the tactics of a fringe of fast-ball second- 
mortgage brokers. 

The Mortgage Bankers Association of Greater Miami has tried. The Dade 
County-Miami Chamber of Commerce has tried. The Dade County Bar Associa- 
tion has tried. The Dade County Mortgage Brokers Association has tried. 
Things are getting worse. 

“Some regulations of second-mortgage practices are desperately needed,” says 
Frank FE. Denton. ‘We in the mortgage banking field are frankly at our wit’s 
end. The Mortgage Bankers Association of Greater Miami simply does not 
have the money to hire investigators to make cases for prosecution of the mis- 
leading advertising we all recognize. We are not sure what regulation is needed. 
But the only regulation today in the field of second mortgages is that prohibiting 
charging of usurious interest. These laws do not provide protection against 
unreasonable charges such as brokerage fees, inspection fees, et cetera.” 

Denton, senior vice president of American Title & Insurance Co., is past 
president of the Mortgage Bankers Association of Greater Miami. He has been 
one of the leaders in trying to solve this problem. 

A recognized expert in mortgages here for more than 20 years, Denton is 
with a company which makes only first-mortgage loans. So he is in the position 
of a skilled observer watching from the sidelines. 

“Many mortgage-brokering tactics are now making a really bad situation,” 
comments Frank G. Dezell, president of the Mortgage Bankers Association of 
Greater Miami. “If something isn’t done to regulate it in this legislative session 
now, we'll have 2 more years before another session. 

“Lawyers are regulated, real-estate brokers are regulated, bankers are regu- 
lated by law. Professional men who violate the rules and regulations can 
be brought up to trial. Certainly the activities of a mortgage broker are as 
important as those of a real-estate Salesman. Perhaps the regulatory agency 
should be the Florida Real Estate Commission. We have discussed that pos- 
sibility in our State association, and we were given the impression by some 
members of the real-estate commission that they did not want the responsibility.” 

The Miami-Dade County Chamber of Commerce is sponsoring a bill before 
this legislature to put mortgage brokers under the regulation of the Florida 
Real Estate Commission. It’s the kind of bill that doesn’t seem important to 
you until you need money badly enough to go shopping for a second mortgage on 
vour home. 





Six PERCENT INTEREST May BE BAIT FOR MorRTGAGE RACKET 
(By Jane Wood, Miami News staff writer) 
(Second of series) 


Debts have piled up on you. You would like a way to get out from under, 
stretch out those debts a little so that your monthly payments will be smaller. 








152 COMMUNITY FACILITIES AND MORTGAGE CREDIT 


You hear of offers of home second mortgages at 6 percent interest, and that 
sounds like it would be a big help to you. Maybe you are paying some of that 
42 percent annual interest on the balance of several small loans, and this looks 
like a wonderful way to get out from under your load. 

Here’s what can happen if you are tempted by that 6-percent bait, held out 
by a fringe of fast-ball second-mortgage brokers on the Gold Const. According 
to an affidavit signed by a man we will call John Jones, and his wife, whom we 
wil! call Mary. 

They called a second-mortgage broker offering 6-percent money. The next 
day a man came to their home, and he said he was a representative of what we 
will call the X company. He told Mr. and Mrs. Jones they would have to 
pay not 6 but 7% percent interest on a second-mortgage loan of $5,500, and the 
payments would be $60 a month. 

The man got the couple to sign 3 blank forms which, he said, would be prop 
erly filled in with the 7*%4 percent interest rate and the $60 per month payments 

“He never pointed ont to us that at the end of 3 years we would still owe 
approximately $4,500,° the Jones’ affidavit explains. 

“The night after the representative left, we realized that we had signed blank 
notes and a blank mortgage deed, and that there would be a large balance coming 
due at the end of 3 years, which we could not possibly handle, even if the loan 
went through.” 

The next day Jones went to the office of the X company and saw the man 
in charge. Jones told this man, he says, that he had signed an application 
for a second mortgage the previous night. Jones said he had come down to 
tell them to cancel out completely. The man in charge replied, according to 
Jones, that the loan had already gone through and he would have to pay $275 
to get the mortgage canceled, which would be one-half of the closing costs. 

Jones called the Legal Aid Society. The Legal Aid Society, he said, referred 
him to the lawyers referral service of the Dade County Bar Association. The 
referral service referred him to an attorney. The attorney did nothing, says 
Jones, to get the papers back from Friedman, except make one telephone call. 

it was necessary for Jones to pay the man in charge of X company $134.50 
to obtain a satisfaction of the second mortgage for which he never received 
any proceeds, the affidavit says. 

When Jones finally got back the note he and his wife had signed in blank 
he found that 10 percent interest had been filled in, instead of the 7% percent 
the mortgage salesman had promised him. 

This affidavit is from the files of the Norman Babel Mortgage Co. Babel is 
among the many mortgage brokers and mortgage bankers who have been trying 
to no avail to get some controls set up to regulate mortgage brokers and stop 
such practices. 

The basic trouble, Babel points out, is that anybody who wants to go into 
the business of mortgage brokering can buy a city license and open shop. 
There is no agency to police the unethical brokers who misrepresent in thei: 
advertising, and no legal limitations of the fees a mortgage broker can charge 
for his services. 

Babel feels, like so many of his fellows in the monev market, that som 
legislation should be drawn to correct the abuses, which he says are going on 
principally in Dade and Broward County. Fees and costs of second mortgages 
up to 50 percent have been reported to him, he says. 

False promises means that ethical men lose business to the unethical. People 
who sign short-term second mortgages in blank, withont knowing what they are 
doing, risk losing their homes by foreclosure. Enough of this kind of thing can 
shake the structure of credit on real estate and hurt us all. 

Babel has long supported the idea of putting second-mortgage brokers under 
the regulation of the Florida Real Estate Commission, so that standards can 
be set up for the business and violators will lose their licenses to act as brokers. 

He agrees with Frank E. Denton, senior vice president of American Title & 
Insurance Co., who has been opposed to the fringe antics of some brokers for 
several years, that the best protection for the public today is an education in 
mortgages. 

Denton points out that a lot of harm can be done by intemperate attacks on 
all mortgage brokers. He is a past president of the Mortgage Bunkers Associa- 
tion of Florida. His company makes no second-mortgage loans, so he is an 
expert watching the situation from the sidelines, qualified to outline what should 
go into a primer of mortgages to protect the public. 
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Mortgages on real estate a generation and more ago were different. If you 
borrowed $10,000 on a mortgage on your home at 6-percent interest for 5 years, 
you would pay $600 interest annually, and the entire principal of $10,000 at the 
end of the 5 years. 

These are called straight or fixed mortgage loans, and can be renewed upon 
maturity if the lender is willing. The straight or fixed mortgage doesn’t provide 
any specified way to amortize, or pay off, the principal of the loan by installments. 

This old-fashioned type of mortgage was the one that figured in some old- 
fashioned melodramas, Denton points out. When the borrower could not pay 
the big principal sum due, the banker grabbed the old homestead through fore- 
closure. In the melodramas the beautiful daughter saved the old home by sacri- 
ficing herself. 

Beautiful daughters are being produced wholesale by this generation, they are 
not so negotiable. Things have changed, since the 1930’s. The amortized mort- 
gage loan has come into general use. 

The borrower pays a reguiar monthly sum that pays both interest and prin- 
cipal. By these even monthly payments he discharges the debt secured by the 
mortgage, and faces no lump-sum payment at the end. 

This amortized first-mortgage loan is the familiar device that is allowing most 
of us to buy our homes on time. It has made mortgages respectable, Denton 
points out, and homeowning possible for many of us. 

Second mortgages, like first mortgages, can be of either of these two types. 
They can be either straight loans or amortized loans. The fellow who lends 
you money on a second mortgage is protected only after the first mortgage 
holder has been satisfied. Because his risk is greater on a second mortgage, the 
interest rate is higher than on a first mortgage. 

Because of the greater risk in second mortgages, Denton comments, commercial 
banks in general are not interested in such loans. The Federal savings and loan 
associations, the insurance companies, the big lending agencies don’t invest in 
second mortgages. 

It is either a property owner anxious to make a sale, your Aunt Tillie who 
trusts you, or some stranger willing to gamble for the greater interest, who 
will lend you money on a second mortgage. 

Though second mortgages are not generally handled by conservative financial 
houses, Denton points out, their use is widespread in Dade and Broward Counties 
since the war. The second mortgage helped create and continue the long, big 
building boom that has pushed Dade County to a peak of prosperity. 

The second mortgage is risky, he says, but in no sense wrong financially. Some 
beach hotels, he comments, carry not only second but also third mortgages, and 
more. 

But to understand the risks of the second mortgage situation here today you 
have to know something of the fascinating tale of building money in Miarni since 
the war. 


SECOND MORTGAGES PLAY PArt IN Our HoME-BUuILpING Boom 
By Jane Wood, Miami News staff writer 
(Last of three articles) 


Since World War II ended Dade County has been on one of the country’s 
biggest home-building sprees in history. First-mortgage money launched the 
boom, second-mortgage money has kept it.going. Today, abuses in second-mort- 
gage operations on the gold coast are making the credit structure on local real 
estate shaky in some instances. 

To protect yourself, if you are mortgage shopping as borrower or lender, you 
have to understand a sort of primer of mortgages, an outline of how they really 
work here and now. 

Frank E. Denton, senior vice president of American Title & Insurance Co., and 
past president of the Mortgage Bankers Association of Florida, is one of the 
leaders in the mortgage field trying to find some way today of correcting some 
dangerous abuses in second-mortgage marketing here. He outlines how our pres- 
ent second-mortgage situation has developed. 

At the war’s end, we launched a huge building program here. A lot of people 
had bought land and saved cash during the war for a future home. 

If you had $2,900 in cash, for example, you could make a downpayment on a 
$14,500 home, sign a first mortgage for the balance of $11,600 and move in. You 
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eould pay at the rate of $67.86 a month for 25 years, until you had that first 
mortgage paid off. Those monthly payments are at least as cheap as rent. 

Home buyers with cash in their hands for downpayments started the boom. 
FHA and VA loans primed the pump. VA loans allowed the veterans with 
a very small cash downpayment to move in and start paying for their homes. 
Builders learned that fellows without much cash in hand could be pretty good 
credit risks, because employment and wages were going up all along. 

With this discovery, the second mortgage began to be used more and more to 
help the fellow without much cash become a buyer and to provide buyers for 
builders. Builders began to work out ways for fellows with a little cash to buy 
little homes. 

Suppose you had $500 cash and a pretty good job. You could buy a $7,500 home. 
You signed a $4,000 first mortgage, at 414 percent interest back in those days. 
with payments of $21.67 on principal and interest over a 25-year period. You 
signed a second mortgage, bearing 6 percent interest, for $3,000 for 5 years, and 
amortized it with $58 monthly payments on principal and interest. It was still 
like paving rent, for rents were going up. 

suilders began more and more themselves to take second mortgages, or “pur- 
chase money” mortgages, as they are called. The builder, when he planned his 
building project, got commitments on conventional first mortgages. Then the 
builder conferred with himself as to the amount he could take as a purchase 
money second mortgage to get the balance of his cost and his profit. Thus he 
arrived at the downpayment he could ask for his homes. 

The lower the downpayment the more homes the builder could sell. It wasn’t 
conservative financing, but that’s the way it worked. It became possible for 
great masses of people here to buy homes almost entirely on time, as we can buy 
ears. 

Builders, of course, didn’t want their capital tied up in batches of second mort- 
gages, because it was their working capital. So they took their mortgages to 
brokers to sell. 

Suppose a builder had a batch of second mortgages for $3,000 each at 6 percent. 
To make them attractive to investors, he had to sell them, say, for $2,500. And 
the builder had to pay the broker a fee, say $200, for finding investors and taking 
the mortgages off his hands. Did the builder, then, lose $700 on the transaction? 

Certainly not. He figured that $700 “loss” into the price of the home to start 
with, upped the price to cover it. The home buyer paid, since builders aren’t 
philanthropists. 

Since the local building market was and is highly competitive, most builders 
and especially mass builders have held their real profits down to reasonable 
amounts and depended on volume building to make good incomes. 

Second mortgages come into wide use, too, when homeowners began to sell on 
a rising market. 

Suppose you wanted to sell your home for $12,000. You had on it a first mort- 
gage of $6,000. Along came a buyer with $4,000 cash, who could make second 
mortgage as well as first mortgage payments. You would have every right 
to feel safe in taking a purchase money second mortgage of $2,000 at 6 per- 
cent interest, amortized by monthly payments. 

Suppose you wanted the cash more than the monthly payments and the interest. 
Then you, the private individual, would go to a mortgage broker to try to find 
somehody who wanted to invest some money and was interested in buying your 
second mortgage to reap the interest. You’d pay the broker a fee, sell at a 
discount. 

A mortgage broker can set up shop simply by buying a city occupational license 
and opening up an office. He advertises he will buy mortgages. He also adver- 
tises that he has good investments for people with money to invest. He gets 
people together, and earns himself a fee by so doing. 

The old-world marriage broker and the modern Miami mortgage broker operate 
about the same way, with different ends in view. 

Mortgage brokering, Denton emphasizes, is a position of trust. The broker 
represents both seller and buyer. Ethics of the business require he set up sound, 
fair deals for both parties. 

The tightening money market of the last 18 months has been throwing the whole 
setup sharply out of kilter, increasing abuses that have been accumulating in the 
business for the years it has gone unregulated. The Federal Government has 
curtailed credit to forestall runaway inflation. The Government has deliberately 
made it more difficult and more expensive to borrow money. 
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So interest rates have gone up and up. Today, there is practically no second- 
mortgage money available in this area at less than 10 percent interest, the top 
legal interest rate the private investor may charge in Florida against an 
individual. 

Today, builders are taking an average discount of 30 percent on their 6 percent 
purchase money second mortgages. A builder with a $6,000 purchase money 
second mortgage, bearing 6 percent interest, payable at $60 a month, finds he 
must discount this mortgage by selling it at about $4,000 for cash. The mort- 
gage broker will make a fee of about $250 to $300, plus transfer costs of $100. 
The mortgage buyer will pay the broker $4,350 to $4,400 to buy the mortgage. 

The investor demands this discount because with it his money will bring him 
the equivalent return of a 3-year second mortgage at 10 percent interest. 

Who are these investors? 

They are just people with surplus money who are willing to risk it for the 
high second-mortgage interest. They are often not experienced investors, but 
individuals with comparatively small savings tempted into the Miami money 
market by the high return. They are often the kind of people who need ex- 
perienced protection in making their investments, Denton remarks. 

This discounting of second mortgages, this 10 percent interest, is a situation 
with which builders are thoroughly familiar. 

But it is not, Denton points out, a stiuation familiar to the private home- 
owner. The homeowner who is in a tight spot and needs money hears of offers 
of 6 percent second mortgage money. He doesn’t know 6 percent second mort- 
gage money is a mirage today. He isn’t familiar with discounts and broker’s 
fees. If he is trying to pool debts, he’s not going to pay a lawyer to protect him. 

He is tempted by glowing offers of loans at 6 percent on a second mortage. 
He risks being stuck with high fees and costs. He may not be told of the big 
balloon note at the end. He may be asked to sign notes in blank. 

Unscrupulous mortgage brokers have run up costs and fees so high that some 
borrowers have received but $500 in cash for signing a $1,000 mortgage carrying 
10 percent interest. There is no legal limit on what the broker can charge. 

Mortgage bankers, like Denton, don’t generally deal in second mortgages. 
They loan a lot of insurance company money in first mortgages. But they 
recognize the value of the role of the ethical second-mortgage broker. 

But the handful of fast-ball brokers on the fringe who load homeowners 
with second mortgages they don’t understand and can’t pay—these fellows are 
a menace to the credit structure on real property. 

Today they go their merry way, the fast-ball second mortgage middlemen. 
Conscience is their guide, and some seem to have no conscience. 

These brokers are the men who make regulation of the second-mortgage field 
by some kind of State legislation imperative today, Denton says. Several hun- 
dred mortgage bankers, brokers, commercial bankers, and lawyers of the area 
who are familiar with the situation have heartily agreed in recent years. 

The important need, says Denton, is for a policing body, with legal authority 
to set up standards for operation and power to enforce the standards. The 
Florida Real Estate Commission has been most frequently suggested to do this 
job. The commission has indicated in the past that it does not want to handle 
the problem. 

Some realistic regulation of fees, costs, charges, may be needed. The prob- 
lem here, says Denton, is that a rigid scale of fees on a percentage basis, 
applied to a $1,000 and to a $10,000 mortgage deal, is not realistic. For exam- 
ple, a 214-percent broker’s fee on a $10,000 mortgage is $250—reasonable. But 
n 214-percent fee, $25 on the $1,000 mortgage deal is not sufficient or realistic. 

A solution to the intricate problem is extremely important to the sound 
growth of this area. Until regulation is passed to protect the public your best 
protection is to know just exactly what you are doing, and to read all the fine 
print before you sign anything at all in putting a second mortgage on your 
home. 


THERE MAY BE TROUBLE DrAD AHEAD 


(By Frederic Sherman, Miami Herald real estate editor) 


We're moving into what could be a crucial period for some of the homeowners 
in Dade and Broward Counties. It was late in 1953 and into 1954 that we saw 
a great deal of second-mortgage financing on homes. It was particularly wide- 
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spread in south Broward when the project builders couldn’t get VA or FHA 
approval. 

The federal savings and loan associations supplied most of the first mort- 
gages, usually about 60 or 70 percent of the appraised value. But that left 
$2,000 and $3,000 downpayments. And the people buying these homes didn’t 
always have that kind of cash on hand. 

The builders had to move the houses and the only way in a great many 
eases was to arrange a second mortgage. Many of these were the 3-year 
balloon type, a vicious snare. Let’s see what happens with a $2,000 second 
mortgage written for 3 years at usually & percent. Payments are kept low, 
say $20 a month. At the end of 3 years, the homeowner is handed a bill for 
something like $1,750. 

Chances are the family that needed the second mortgage in 1954 is not going 
to be able to pay a bill like that in 1957. The answer is refinancing. 


THE BUILDER NEEDS THE MONEY 


The best bet would seem to be a visit to the savings and loan association 
holding the first mortgage to get the two mortgages lumped together. Sut the 
first mortgage hasn’t been reduced anywhere near enough to absorb that $1,750. 

And keep one thing in mind. The builder didn’t want to take back that 
second mortgage. He wants cash to build more houses. 

But there’s a big discount on those second mortgages, sometimes as high as 30 
percent. So the builder has to increase the price of his house to take care of that 
penalty. 

That in turn increases the amount of the second mortgage above the Federal’s 
commitment. When you inflate the value of the house, you aren't increasing the 
first-mortgage commitment. 


HE’S A MAN IN REAL TROUBLE 


What does the homeowner do when the second mortgage note comes due? 
He scurries around looking for another second mortgage. He’s in trouble. He 
needs money fast. He’s in no position to bargain. The chances are he winds up 
with another second mortgage, this one closer to 10 percent than the 8 percent 
he had when the merry-go-round started. Then there are fees and service charges 
for the new mortgage. These used to be outrageous until a circuit court decision 
last year in Fort Lauderdale overturned some second mortgages because the 
padding had run the interest rate over 10 percent which is the State limit. 

Mind you, there’s nothing illegal about a second mortgage. But it is important 
that people understand what they are getting into. 

Too often the sales agent talks smoothly about the buyer getting a pay raise 
within 3 years that would help pay off the mortgage. Or maybe the wife will be 
getting a part-time job in the shopping center that’s going to be built. 

However, it’s almost axiomatic that people buying a low-cost house aren't 
familiar with mortgage financing. What is important to them is the fact they 
ean move in and make the monthly payments. They’ll worry about the balance 
on the second mortgage when it comes due. 

This is the year a lot of them are coming due. 
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